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THE AUCTION MARKETING OF FLUE-CURED TOBACCO 
A Preliminary Appraisal 


By Clarence, l., Hendrickson, -agricultural economist 
Agricultural Marketing Service 


SUMMARY 


This study was limited to the cost of marketing tobacco at auction and to some of the 
causes of cost variation. The purpose of the study is to suggest where and how costs 
might be reduced without lessening services of the market. 


The margin taken at the auction market amounts to about 4 percent of the grower's 
returns, or about $25 per acre grown. The total margin was 24.4 million dollars in 1950, 
and 29.4 million in 1951. Most of this went to the warehousemen as charges for ware- 
house services. The next largest amount was the margin on resales by ''pinhookers'! 
(buyers who purchase tobacco and resell it as leaf tobacco), amounting to 3.3 million 
dollars in 1950, and 3.4 million in 1951, or 14 and 12 percent, respectively. In addition, 
the spread on the warehousemen's "leaf accounts" (their own purchases and sales of leaf 
tobacco), and the receipts from sales of ''pickups"' (tobacco knocked off the baskets on the 
auction floor) amounted to 0.7 million dollars in 1950 and 3.3 million in 1951. The wide 
variation was due to losses on leaf accounts in 1950. 


The net income of the warehouse firms averaged $21,000 in 1950. It varied from 
$5,000, for warehouses with an average selling season of 20 days and with considerable 
leaf account net losses, to $32,000, for those with a selling season averaging 50 days. 


Excluding the management provided by owners actively engaged in the business, hired 
labor accounted for over half of the warehouse costs. Building and equipment charges 
accounted for nearly a third of these costs, and other miscellaneous items accounted for 
a sixth. 


The costs to the growers marketing tobacco at auction are not large and the system 
appears to be generally satisfactory. There are, however, possibilities of savings of 
more than 5 million dollars annually by improving the auction system and reducing the 
costs which enter into the auction market margin. The realization of any savings wiil re- 
quire the active effort of the interested parties, especially of the growers, to bring about 
those changes which will increase the efficiency of the auction. 


An important improvement would be a moderate reduction in warehouse space. Sub- 
stantial savings in costs could be made in this item and at the same time ample space 
would be available to handle the varying volumes of tobacco coming to market in different 
seasons and during a season. The distribution of time allotted to sales at each warehouse 
on some basis not related to floor space would do away with the incentive to increase the 
floor space beyond that needed for efficient operation, 


If growers were adequately informed about costs and services, groups, such as coop- 
eratives, and members of the local farm organizations, could work with their ware- 
housemen to determine the possibilities of reducing costs below the maximum charges 
established by State laws. Since conditions affecting costs vary from market to market 
and season to season, charges might be adjusted to reflect these differences. 


By better sorting and displaying and by careful rejection of low bids growers could 
increase their income. Several State departments of agriculture and State extension serv- 
ices, in cooperation with the Tobacco Division of the Agricultural Marketing Service, in- 
struct growers on sorting and displaying tobacco, and on the characteristics determining 
differing qualities or grades. More such work would help growers do a better job of 
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marketing. Farm organizations might well consider how they might assist their growers 
to do a better job of preparing the tobacco for market and of displaying and selling it. 


On a number of markets careful spacing and handling of tobacco would reduce the 
pickups and floor sweepings sold by warehouse operators, thus saving buying companies 
substantial sums. Such additional care would add little if anything to the costs. 


The consolidation of some of the smaller warehouse firms would reduce the labor 
required, and thus increase efficiency and lower costs. This would increase competition 
by bringing the costs of these firms more in line with those of the other firms in the mar- 
kets. Fewer sets of buyers (a set of buyers consists of a representative of each buying 
company in the market) could handle the same volume of tobacco with a saving to the tax- 
payers and buying companies, as fewer Federal inspectors and buyer representatives 
would be needed. With fewer sets of buyers the smaller tobacco companies could be rep- 
resented at the sale of a larger proportion of the tobacco and the companies now repre- 
sented on most markets would use their more able judges of tobacco in the fewer sets of 
buyers. Both would increase the competition for the several qualities of tobacco. The 
trucks and good roads of today make possible such a consolidation of warehouses and re- 
duction in sets of buyers without inconveniencing the growers either as to the time or 
place of selling their crops. 


The marketing problems of the flue-cured auction markets are not simple and will 
not be easily solved. They are interrelated and affect the growers, warehousemen, and 
buying companies. Nor are they limited to any one belt but rather are regionwide. More 
education is needed to bring about a better understanding by all the interested parties of 
the functions of the auction system, of the way it operates, and the problems which hinder 
its efficient and orderly operation. 


Cooperation of all the parties is needed if the system is to operate more efficiently. 
This could be brought about in several different ways. 


One way which has been suggested, by members of the tobacco industry and others, 
is the establishment of a representative committee to consider in advance of each mar- 
keting season the problems and practices that hinder the orderly and efficient operation 
of the system. Informal committees have operated to some extent in the past. Sucha 
committee should be one recognized throughout the flue-cured region and by all interested 
parties. It could recommend market opening dates, hours of selling time, number of sets 
of buyers, methods of allocating selling time and other desirable rules or practices. 


To establish such a committee, the divisions of markets of the States where flue- 
cured tobacco is grown could select a committee of persons familiar with tobacco produc- 
tion and marketing. Another way would be for the general farm organizations to set up 
such a committee including growers, warehousemen, and buyers. 


These rules and practices are now largely determined by the warehousemen through 
their associations and the local tobacco boards of trade, not because the warehousemen 
want to exclude the other interests but for lack of any formal way to secure the coopera- 
tion of growers and buyers. 


INTRODUCTION 
Importance of Flue-Cured Tobacco and the Auction Markets 


More than half the tobacco produced in the United States and more than three-fourths 
of the leaf tobacco exported is flue-cured. These tobaccos have gained this share of the 
domestic and foreign market largely because they comprise more than half the tobacco 
used in American blended cigarettes and practically all of that in the British Virginia- 
type cigarettes. More than 90 percent of the flue-cured tobacco used domestically goes 
into cigarettes. Smoking tobacco takes the larger share of the rest, while some goes into 
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chewing tobacco and into short-filler cigars. The highest priced grades are used for plug 
chewing wrappers. 


The rapid increase in cigarette consumption, especially in the United States, has re- 
quired a large increase in production of flue-cured and of burley, the other principal 
component of American blended cigarettes. The present domestic production of flue- 
cured tobacco is more than three-fourths larger than before World War II, while domestic 
consumption is one and a third times greater. 


Exports in the prewar period accounted for half the total disappearance (51.9 per- 
cent), and in the last 5 years the proportion has decreased to just under two-fifths (39.4 
percent). The relative importance of exports is likely to continue to decline even though 
actual exports do not. The actual quantity exported in a recent period (1948-52 crop 
years) averaged 433 million pounds (farm-sales weight) a year compared with 366 million 
for the crop years 1934-38, 


The flue-cured tobacco acreage is concentrated in the Piedmont and Coastal Plain 
areas of the Southeast from Virginia to Florida, with a small acreage in Alabama, The 
loose-leaf tobacco auction markets are within this production area and for many years 
have handled all flue-cured, or ''bright,'' tobacco as sold by the growers. The loose-leaf 
tobacco auction also represents the principal method of selling burley, the dark tobaccos, 
and, since 1939, most of the Maryland tobacco. In all, more than 90 percent of the to- 
bacco produced in the United States is sold by the grower through the loose-leaf auction. 
The cigar-leaf types are the only kinds in which this method is not used. 


Marketing Margin at Flue-Cured Auction Markets 


The margin taken at loose-leaf flue-cured tobacco auction markets amounted to 
$24, 403, 000 in 1950 and $29, 414, 000 in 1951. The charges of the warehousemen, the 
most important item in this margin, amounted to $20, 340,000 in 1950 and $22,585,000 in 
1951. The second most important item is the margin or spread between the buying and 
selling prices in resales of leaf tobacco at the warehouse by warehousemen and others, 
mostly pinhookers, 1 


The margins amounted to $2, 778, 000 in 1950 and $5, 251,000 in 1951. The wide 
variation in this item in those two years was the result of losses by a number of ware- 
housemen on their own purchases and resales of leaf tobacco in 1950, called their ''leaf 
accounts.'' The other item in the margin is the sale by the warehousemen of floor sweep- 
ings and pickups--the tobacco which falls on the floor from the baskets and is not deliv- 
ered to purchasers of the rest of the tobacco in the baskets. This item amounted to 
$1,285,000 in. 1950 and $1, 578,000 in 1951. Details of the margin are given in table l, 
together with the returns to the growers and the payments by the tobacco companies. 


The percentage which this margin is of the returns to the growers and the payment 
by the tobacco companies and the distribution of the total to the several items is shown 
im table 2. 


The margin taken in 1951 at the flue-cured auction markets averaged $2.04 per hun- 
dred pounds of the growers' tobacco handled by these markets. This was made up of 
warehouse charges averaging $1.57, the spread on the resales of tobacco purchased by 
warehousemen and pinhookers of 36 cents, and 11 cents for the sale of pickups and floor 
Sweepings. These total about 4 percent of the price the grower receives. These costs 
amount to $25 or more per acre of tobacco grown. To the grower they rank with such 
important cost items as fertilizer, fuel, repairs, and depreciation on barns and pack 
houses (11, pp. 119-137). 


1 "Pinhookers,"' as used in this report, means buyers who purchase tobacco and re- 


sell it in the form of leaf tobacco, in contrast to tobacco companies, who resell little 
tobacco without redrying or other processing. 
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TABLE 1.--Return to flue-cured tobacco growers, margin at auction markets, and, payment by 
tobacco companies, 1950 and 1951 


1,000 dollars 1,000 dollars 
Return to growers--------—-------------------------- -- 668,157 736 ,663 
Margin at auction: 
Warehouse charges-~-----------—-------------------=- 20, 340 22 oD 
Spread, leaf account--------—---------—----—-——---- a IS ye 
Spread, on pinhookers' resales---—---------—---—--—- 3,346 Sous) 


Sale of pickups-----------—-------------—---------- 25> L575 


Total. —-—-——-_——_—__—___---__—-_ = 24 ,403 29 414 


Payment by companies----———---------—----————-----—- —— 692 , 560 766,077 


1 Loss. 


TABLE 2.--Margins at auction markets as a percentage of return to growers, payment by 
tobacco companies, and percentage distribution of margins, 1950 and 1951 


Item 1950 195i: 


Total margin as a percentage of-- Percent Percent 
Return to growers --—+ === a = — = = = - 
Payment by companies—------—--=~--------—=---+~----- 


Percentage distribution of total margin from-- 
Warehouse charges—--—--——--~--—~~-—----—-------—------ 
Spread, on leaf account-------—---—------—----------- 
Spread, pinhookers' resales-------~----------—-—----- 
Sales pickupS~---—=-8-=-=---~ = = - = - — = = - = = 


1 Loss. 


Moreover the averages piven cover wide variations in efficiency of market operation 
and the warehouses within markets. There are markets and warehouses where more 
efficient utilization of facilities and services could be obtained and where the margin 
taken on resales and from the sale of pickups could be reduced. It is estimated that the 
total margin taken at these markets could be reduced by an amount ranging up to 5.6 
million dollars annually... 


Fixed or overhead costs are important in the auction marketing of tobacco. The 
warehouse building and the associated equipment in the flue-cured tobacco areas are used 
from 2 to 14 weeks a year, varying with the type of tobacco sold. Costs of specialized 
types of labor (weigher, bookkeeper, and clipman) are of a nature intermediate between 
"fixed" and ''variable" costs, and are often called "controlled" costs. Up to the capacity 
of one weigher, for instance, there is no variation of weigher's cost with volume of busi- 
ness. This is also true of the labor of management usually provided in whole or in part 
by the owners. Because of these fixed and controlled costs, the cost of handling 100 
pounds of tobacco in the warehouse declines with the increase in the volume up to the 
capacity of the warehouse and of management and labor. 
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Labor and management costs for the firms studied dropped 27 percent, or from an 
average of 85 cents per hundred pounds to 62 cents per hundred, as the volume increased 
from 1 million pounds to 13 million pounds. This drop was rapid until a volume of 4 mil- 
lion to 5 million pounds was reached. The cost per hundred pounds of tobacco for pro- 
viding the building and equipment also decreases rapidly with the increase in volume in 
relation to floor space. 


The volume of tobacco handled by a set of buyers on a market is also important in 
determining certain marketing costs, especially the costs of the buying companies. These 
costs were estimated to be in excess of 4 million dollars in 1951, and they varied from 
17 cents a hundred pounds for a purchase of 3 million pounds to about $1.25 a hundred 
for purchases of 300,000 pounds. 


The costs to the Federal and State governments in providing services to the auction 
markets do not get into the margin taken at these markets. One such cost is that to the 
Federal Government for providing market inspectors. Such costs varied from 2.3 cents 
to 14.6 cents a hundred pounds on flue-cured markets in 1951 and averaged 3.6 cents. 
These variations are due to the differences in the volume sold. The Federal Government, 
in cooperation with the State, also provides a market news service. These two services 
cost the Federal Government over a million dollars in 1951. 


This study is limited to the costs and marketing margins, and is not a complete 
appraisal of the loose-leaf auction system of marketing flue-cured tobacco. The results 
of the auction system in terms of prices for the different tobacco grades or qualities are 
not covered here. 


The accuracy with which prices reflect the demand and supply situation for the dif- 
ferent qualities is as important in judging the efficiency of a marketing system as are 
costs. Unless the prices reflect accurately the supply and demand situation for the quali- 
ties required by manufacturers and ultimate consumers, the grower will not be encour- 
aged to produce the qualities needed. Conversely, unless the prices reflect accurately 
the supply and demand situation for the qualities offered by growers, manufacturers and 
consumers will not be encouraged to take the various qualities at the rate they are sup- 
plied. 


The adjustment of price-quality relationships to supply and demand will also vary 
from warehouse to warehouse and market to market just as do the costs. Both the effi- 
ciency of the operation of the auction market and the accuracy of pricing depend toa 
great extent upon the knowledge and ability of the warehouse operator. 


Because of the wide variation in quality of tobacco and the lack of a standard for 
judging quality acceptable to and used by the trade, the results of the auction market in 
pricing tobacco are difficult to measure. However, for the same reasons the knowledge 
and ability of the warehouse operator are very important in the successful operation of 
the warehouse system. If he is to secure the highest price for the grower for the quality 
of tobacco offered, he must know tobacco quality and the supply and demand situation for 
the different qualities. He must have the ability to conduct the sules in such a way that 
the price reflects the current situation. Not all warehousemen ace equaily capable of 
securing the price that reflects the value of the tobacco offered for sale. ? 


2 An unpublished study made by the Bureau of Agricultural Economics on the prices 
of tobacco sold at auction in the Eastern North Carolina belt showed that there was a sig- 
nificant difference in the price of the same Federal grade of tobacco from warehouse to 
warehouse and market to market. 


LOOSE -LEAF TOBACCO AUCTION MARKETS FOR FLUE-CURED? 


A loose-leaf tobacco auction market operating in the flue-cured area consists of one 
or more warehouse firms and one or more sets of buyers. Each warehouse firm may 
operate one or more warehouses. If the firm has more than one, the warehouses may be 
operated as a single unit, each warehouse may be operated as a unit, or there may be 
any combination of warehouses or warehouse activities operated as a unit. Sales may be 
conducted on two or more warehouses, while the office activities may be all carried on 
in one office, which may be in a building separate from the warehouses. 


Each set of buyers consists of several persons, varying from 8 to 10 or more, de- 
pending on the size of the market. There are three groups of buyers operating on flue- 
cured markets: (1) Representatives of manufacturing firms, both domestic and foreign; 
(2) representatives of firms which operate as tobacco leaf dealers; and (3) other pur- 
chasers, individuals who buy and resell the raw leaf on the auction floor. This latter 
group includes pinhookers and the warehouse men who operate the leaf account. The lat- 
ter buy and sell tobacco on the auction floor for the warehouse firm. 


Individuals other than the warehousemen who buy and resell on the auction floor are 
called by various names--speculators, pinhookers, and leaf dealers. They differ from 
the second group, tobacco leaf dealers, in that they do not process the leaf in any way, 
while those called tobacco leaf dealers redry the tobacco and pack it into hogsheads. Some 
may also stem the tobacco and sell it as strips. Any buyer who purchases tobacco to re- 
sell it later may be termed a speculator, since he stands to gain or lose if market prices 
should change. In this sense, both those termed tobacco leaf dealers and pinhookers are 
speculators. 


The term pinhooker is sometimes limited to the individuals who buy the tobacco from 
the grower at a time other than at the auction sale (1, p. 40). The term pinhooker will be 
used here to designate anyone other than the warehousemen who buys tobacco, whether 
at the auction sale or otherwise, solely to resell it as raw leaf on the auction floor. Any 
purchases or sales of the leaf in its loose or unpacked form other than at an auction ware- 
house are insignificant on the flue-cured markets. Practically all resales in the loose- 


leaf form are made by either pinhookers or warehousemen. 


The tobacco leaf dealer--the firm that buys, processes, and packs the leaf into hog- 
sheads and sells it as packed tobacco--does not buy tobacco directly from the grower 
except at a regular auction sale in the flue-cured regions, as is sometimes done in other 
tobacco regions(l, p. 40). These dealers buy on their own account and on commission for 
manufacturers or other dealers. There are few buyers on flue-cured markets who act 
only as commission buyers, although some of those considered here as leaf tobacco deal- 
ers may do the larger part of their business on a commission basis. 


The warehouses are the conspicuous part of any auction market, and the warehouse 
firms are the keys to the successful operation of the market. The importance of the set 
of buyers in the operation of the market may be overlooked. A set of buyers is nota part 
of the organization of the warehouse firm but operates in all warehouses of the market; 
or if there is more than one set of buyers, each set operates ina group of warehouses 
for a day. 


The selling time--the number of hours the set of buyers ar sets of buyers operate-- 
is divided among the warehouses of the market. This division of the selling time deter- 
mines the number of baskets or lots of leaf tobacco that can be sold by the warehouse. 
There is a limit of 400 baskets an hour that can be sold on flue-cured markets. The sell- 
ing time varies from 3 1/2 hours to 6 hours (20, p.11). The number of hours of selling 
time for a day multiplied by the 400 lots per hour times the number of sets of buyers 


3 For an excellent description of the organization and operation of the loose-leaf to- 


bacco auction market system see Kentucky Bulletin 599, Organization of the Looseleaf 
Tobacco Auction Market (1). 
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sets the limit on the number of transactions that can be made on the market. Each ware- 
house is limited to the number of baskets or lots permitted in the selling time allocated 
to it. 


Thus this selling time, when allocated to the warehouse, becomes something of value 
to the warehouseman. It determines the volume of sales he can make and this volume af- 
fects both his gross return and his costs and through these his net return. Thus, the pay- 
ment which the warehouse operator receives for providing the warehouse and equipment 
and for his services in operating the auction is greatly influenced by the selling time 
allocated to his warehouse. This allocation of selling time is made by the local tobacco 
board of trade. 


These tobacco boards of trade are organized on the several flue-cured markets. 
Each consists of the warehousemen and buyers operating on the market. Since the Lex- 
ington trial of 1940-46, * the manufacturers and large leaf dealers do not take an active 
part in the deliberations of the local boards of trade. These are now under the control of 
the local warehousemen and local buyers. The purpose of these organizations is to pro- 
mote their respective markets and to consider matters of general interest to the opera- 
tion of a successful market (1, p. 67). A board of trade can increase the business of its 
market by adding a set of buyers. The increased selling time thus provided will permit 
the market to handle a larger volume of tobacco. The local board of trade will decide 
upon an additional set of buyers and then request the buying companies to place repre- 
sentatives on this added group. If the larger companies comply with the request, another 
set will ay been established; if not, the attempt will be abandoned (20, p. 11, footnote 2 
to table 2), oe 


Another organization that has a part in the operation of the flue-cured markets is the 
Bright Leaf Tobacco Warehousemen's Association. An important question in the opera- 
tion of the loose-leaf auction markets is the opening of the markets. The opening dates 
are determined by the warehousemen's association for the markets of the different types 
or belts (20, p. 2). As the name implies this association is composed of the warehouse- 
men operating in all flue-cured belts. This association also sets the maximum number of 
baskets that can be sold in an hour and the hours of selling time the markets are to oper- 
ate. Also, it is concerned with matters of general interest to all warehousemen operating 
on flue-cured markets. 


There are other organizations in connection with tobacco auction markets. A bulletin 
of the Kentucky Agricultural Experiment Station covers these as they operate on the 
burley markets; the information is also generally applicable to flue-cured markets a: p- 


66 ff.). 


Location and Number of Markets by Type 


The markets of flue-cured tobacco are all located within the producing region. This 
is divided into five more or less distinct areas or belts. One of these is the Old Belt, so 
designated because flue-cured tobacco has been grown there the longest and because the 
tobacco of this belt was the first to develop a reputation for the qualities which have given 
flue-cured tobacco such an important place in the tobacco world. It is located in the Pied- 
mont of Virginia and North Carolina. 


The second area is the Middle Belt starting at about the fall line and extending into 
the coastal plain, The third is the Eastern North Carolina Belt, or Eastern Beit, in the 
coastal plain of eastern North Carolina, north of South River. The fourth is the Border 
Belt of North Carolina and South Carolina, in the coastal plain on both sides of the North 
Carolina-South Carolina border, extending from South River into South Carolina. The 
fifth is in the coastal plain of Georgia and north Florida, with a small acreage in Alabama, 
and is called the Georgia-Florida Belt. 


4 At this trial held in 1940-46 some of the tobacco companies were found to have vio- 
lated certain provisions of the Sherman Anti-Trust Act. 
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The appearance of tobacco and its suitability for different uses vary considerably and 
are important in the marketing of tobacco. This variation is influenced by the varieties 
grown, the cultural practices, the curing methods used, the position of the leaf on the 
stalk, and the soil and climate where the tobacco is grown. The grower can control the 
first three factors. However, his cultural and curing methods can modify the last three 
only to a degree. Owing to the differences in the tobacco resulting from the soil and cli- 
mate variations in these belts, the tobacco grown in one region can be distinguished from 
that grown in another. 


For purposes of the Tobacco Stocks and Standards Act (13, 14, 16), other Tobacco 
Acts, and the several Government programs for tobacco, the Department of Agriculture 
has classified leaf tobacco into classes, types, and grades. Class 1 is all flue-cured 
tobacco. This class is divided into four main types-l1l, 12, 13, and 14 (10). The differ- 
ences in these types are the results of the differences of soil and climate in the different 
belts. All tobacco types are designated by two digit numbers--the first designating the 
class and the second the type. 


Type 11 is grown in the Old and Middle Belts as given above. The tobacco grown in 
the Old Belt is heavier and darker colored than that grown in the Middle Belt. This type 
is sometimes classified as 2 types, lla in the Old Belt and 1lb in the Middle Belt. This 
latter classification will be used in this report, giving 5 types instead of 4.7 The opening 
of the markets and other considerations in the marketing of the tobacco make this a logi- 
cal grouping in the study of the markets. 


The distance between flue-cured markets varies from 8 to 46 miles. Except for 
some farmers on the fringes of the belts, most growers are within 10 miles of a market 
and within 15 miles of two or more markets. Nearly all tobacco growers haul their to- 
bacca, or have it hauled, by truck, trailer, or automobile, and by these modes of trans- 
portation are within a half hour of a market. In fact, most are within a half hour of two 
markets. 


The 1950 crop was sold on 88 markets. Of these, 22 were in the Georgia-Florida 
Belt, 19 in the Border Belt, 17 in the Eastern North Carolina Belt, 10 in the Middle Belt, 
and 20 in the Old Belt. The markets in each belt sell some tobacco from other belts, but 
relatively little. The largest number of markets are in the Georgia-Florida Belt, which 
produces the least tobacco. The reason for the large number of markets in the Georgia- 
Florida Belt and the Border Belt is that the length of time the markets operate is shorter 
than for the markets further north, and each market sells less tobacco than if it operated 
for a longer time. 


The Marketing Season 


The markets of any flue-cured tobacco belt open after a considerable quantity of the 
tobacco in the belt has been harvested, cured, bulked, placed in piles, and sorted into 
farm grades. The opening thus depends on the progress of the growing season and varies 
slightly from year to year. The Georgia-Florida markets open during the latter part of 
July, the Border Belt markets open the first of August, those in the Eastern North Caro- 
lina Belt just after the middle of August, those in the Middle Belt just prior to or the 
first week of September, and those in the Old Belt near the middle of September. In 1950 
the season began July 24 in Florida and Georgia with the marketing of type 14. As the 
harvest progressed, the markets in the other belts opened, from south to north. The 
markets closed in the same order with the season ending in the Old Belt (type lla) on 
December 15. 


The markets continue to operate until all the tobacco is sold. The time they remain 
open depends on the size of the crops and the effect of the weather on the harvesting, 
curing, and preparation of the tobacco for market. There are, however, factors other 
than these natural ones that influence the length of the marketing season. 


? Official Standard Grades for Flue-cured Tobacco (9). A somewhat different classi- 
fication is given by Darkis in Industrial and Engineering Chemistry (2, p. 1153). 
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It is to the advantage of a company and to the buyers representing it to have each of 
the buyers occupied for as many days as possible during the season. This is accom- 
plished by having the same buyer operate in two belts where the marketing season of one 
follows the other. The quantity of tobacco bought per buyer will be increased, but the 
costs will not be increased in proportion, thus reducing the buying cost per pound. Ac- 
cordingly, the buyers’ representatives in the markets farthest south go to the markets 
farther north when they open, and later to the burley markets. The representatives of 
the principal buying firms operating on the Georgia-Florida markets go to the Eastern 
North Carolina markets and the Middle Belt markets; from the Border Belt they go to the 
Old Belt markets. 


Another important factor is the ability of the redrying plants to handle the tobacco 
as it is sold on the auction market. Buyers move the tobacco from the warehouse to and 
through the redriers within a few days after it is purchased to avoid loss and deteriora- 
tion in the quality of the tobacco. If the plants are unable to redry the tobacco as fast as 
it is sold, some of the buyers temporarily will be purchasing less, and prices may be 
lower. If this occurs, the warehousemen's association may reduce the number of hours 
of selling time in a day or eliminate sales for a day or more to limit the volume of to- 
bacco sold to the quantity that can be handled by the redriers. 


In the 1950 marketing season the sales time was reduced in the 6-week period from 
September 5 to October 17. A marketing holiday was in effect for 4 days from September 
21 to September 26; sales were held for 3 instead of 5 days for the 2 weeks ending Sep- 
tember 15 and September 29. With the opening of the markets in the Middle Belt and 
before the closing of the markets of the Border Belt, the capacity of the markets may be 
in excess of the redrying plants as was the case in 1950. 


Another factor affecting the length of the marketing season is the anxiety of the 
farmers to market their tobacco as soon as it is cured and ready for sale. The mer- 
chants and warehousemen of the towns in the growing areas have responded to this nor- 
mal desire of the grower by increasing the number of markets and the sets of buyers on 
established markets. By doing so they hope to induce more growers to market tobacco 
in the warehouses in their town. 


The additional sets of buyers on both old and new markets make it possible to sell 
more tobacco in a given length of time. Ten new markets were opened in the period from 
1946 to 1950, and 15 additional sets of buyers were placed on markets already in opera- 
tion. In this manner, the length of the marketing season for the flue-cured markets has 
been shortened considerably over the past 50 years. Before the turn of the century the 
markets were open for most of the year (8, p. 234). This shortening of the selling sea- 
son has added to the cost of marketing. 


A longer selling season will enable a large volume of tobacco to be handled with the 
same buildings and equipment and permit better utilization of labor and management, 
especially the specialized labor. This holds not only for the costs at the auction market 
but also for transporting and processing the leaf to the redrying plants and to storage. 
It has been necessary for the tobacco buyers to add to their employees, and to their re- 
drying and other facilities, in order to take care of the purchases ina shorter time. 


Size of Markets--Sets of Buyers, Market Capacity, and Volume of Sales 


There are from 1 to 5 sets of buyers on each of the flue-cured markets. There were 
59 markets with 1 set of buyers in operation in 1950. Seventeen of the markets had 2 
sets of buyers, 4 had 3 sets, 5 had 4 sets, and 3 had 5 sets. The 3 having the largest 
number were Wilson, Greenville, and Kinston all in North Carolina, in the Eastern Belt, 
where type 12 tobacco is produced. 


The daily capacity of the individual market varies from the 2,200 lots, or baskets, 
that can be sold with 1 set of buyers to the 11,000 lots that can be sold with 5 sets. The 
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88 markets had a total of 140 sets of buyers and a daily capacity of 308, 000 baskets dis- 
tributed by belts or types as shown in table 3, 


TABLE 3.--Number of sets of buyers, and daily capacity of flue-cured markets, by 
types, 1950 


Daily capacity 


Type Sets of buyers ; 


Number 1,000 pounds 
lla A i ee fi 59 ,4.00 10,8770 
1 ee eee eee 33,000 6,006 
12—-—-—==————-—- —-- ——- —- — —-—-- —-- — 7'7 ,OO0O0 13,2321: 
1 3 me eae ee a en = 70 ,400 10,842 
(= ee ee ee ee 68 , 200 9,548 


SG Ge a a 140 308 ,000 50,587 


PA) the average weight of the tobacco per basket for the type. 


The sets of buyers for the flue-cured area do not operate at the same time, since the 
season for the different types varies. All sets of buyers for a type operate simultaneously, 
except at the end of the season. 


The capacity per set of buyers on a market will vary with the amount of tobacco 
placed on the baskets. The daily capacity in pounds per set of buyers will generally vary 
between 300, 000 to 350, 000 pounds. Most markets will operate close to capacity for 
several weeks at the height of the season. Markets may operate at less than capacity if 
they open before a sufficient volume of tobacco is ready for market. 


Near the end of the season the volume frequently drops sharply below the capacity of 
the markets. Although the large bulk of the flue-cured tobacco is marketed within a few 
weeks, the number of weeks will vary with the different types. The markets, however, 
remain open to serve growers who, because of late harvesting and curing or because of 
insufficient labor, cannot get their tobacco to market earlier. Marketings may be less 
than the capacity of the auction markets when the redriers are unable to process the to- 
bacco as fast as it can be sold. This situation occurred in 1950 but has not occurred 
since. 


Wilson, N. C., sells the largest volume of tobacco of all flue-cured markets--85 
million pounds in 1950 and 93 million pounds in 1951. Sylvester, Ga., is the smallest 
market in volume of sales, selling a little in excess of 1 million pounds in 1950 and 2 
million in 1951 and 1952. This latter market and several other small markets operated 
with an incomplete set of buyers, because not all of the six largest buying companies 
were represented on them. ® This was true of the fifth set of buyers on the Kinston, 

N; CGC. , market in 1950. 


The volume of sales on a market will vary with production in the area from which it 
draws its supply of tobacco as well as with the number of sets of buyers. Production in 
the various market areas changes considerably from year to year with the rank of the 
markets under Wilson shifting from year to year. Danville, Va., with 4 sets of buyers, 
has ranked second for the period outselling Kinston and Greenville, N. C., each with 5 


© These companies are American Tobacco Company, Export Tobacco Company, Im- 


perial Tobacco Company, Liggett & Myers Tobacco Company, Reynolds Tobacco Com- 
pany, and Universal Leaf Tobacco Company. 
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sets of buyers. Kinston has sold almost as much as Danville, however, and ranks third, 


| with an average of 72 million pounds, for the period. 


Rocky Mount, N. C., with 4 sets of buyers and average sales of nearly 70 million 


pounds, also outsold Greenville, N. C., which sold an average of 66 million pounds. 
put these two markets in fourth and fifth places. 


This 
Winston-Salem, N. C., was sixth with 


65 million pounds. 


Two other markets, 


both having 4 sets of buyers, 


million pounds--Fairmont, N. C., 


and Mullins, S. C. 


averaged over 50 


The other markets, 


all having less than 4 sets of buyers, 


sell less than 50 million 


_ pounds ina season. Table 4 gives the number of markets by type having 1, 
_of buyers with the volume of gross sales (producers' sales plus resales) and the range of 


2, and 3 sets 


gross sales for 1951, the year when the largest volume of flue-cured sales was made. A 

total of over a billion and a half pounds was sold on all flue-cured markets. 

TABLE 4.—-Flue-cured tobacco markets with less than 4 sets of buyers: Number of markets 

and volume of sales, by sets of buyers and by type, 1951 
Sets of en 
3 
Max ee | Ma cee vee Sales 

Million Million Million Million Million 
pounds Number | pounds pounds pounds pounds 
Di yeni Za77, a 31.8 o_o =e — 
2 eG—lale 9 3} B05 28 .0—34.8 rors 
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PAN (ea’ 9 abe yPle Habe erseal -- 


It will be noted that there is a wide variation in the volume of sales on markets with 
the same number of sets of buyers. In addition to the sets of buyers there are two im- 
portant factors which influence the volume of sales--the length of the sales season and 
the production within the market area. The selling season is short for the markets in the 


Georgia-Florida belt selling type 14 and for many markets selling type 13. Most markets 


in the Eastern belt selling type 12 draw tobacco from the areas where flue-cured pro- 
duction is most intensive. 


Size of Markets--Floor Space and Basket Capacity of Warehouses 


The 1950 flue-cured crop was sold in 489 warehouses (17, p. 9). However, the num- 


ber of warehouses is not a significant measure of the size of the market. The warehouses 


vary greatly in the floor space available for the display and selling of tobacco. The 
amount of floor space available varies from 20,000 square feet to more than 1 million 


square feet on 5 markets--Wilson, Greenville, Kinston, and Fairmont in North Carolina, 


and Mullins, South Carolina. There are 5 markets with less than 50,000 square feet, as 
shown in table 5. 


The floor space in warehouses varies from less than 10,000 square feet to over 
220,000 square feet. Since it is often referred to in acres, it varies from less thana 


quarter of an acre to 5 acres. 


Not all space is available for displaying and selling tobacco. There must be addi- 
tional space for unloading, for the scales, for holding the baskets prior to being weighed, 
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for holding them prior to being placed in rows for display, for holding them until they are 
loaded on trucks, and for accommodating the growers, buyers, and others attending the 
auction. The actual use of space for displaying and selling the tobacco varies between 
warehouses and even more between markets, by variation of distance between rows and 
between the baskets in the rows. 


TABLE 5.--Number of flue-cured markets, by floor space in warehouses and 
by types, 1950 


Markets with square feet of floor space in warehouses—— 


jee Under 51,000- | 101,000- | 251,000- | 501,000- Over 
50,000 | 100,000 | 250,000 | 500,000 | 1,000,000 | 1,000,000 


ee Number Number Number Number 
lla 6 1 2 == 
ll b-=—-——== = == = aE 3 aL a 
i ee r/. 5) ah g) 
13 2 10 3 2 Z 
5 Ae Seer eR 10 9 


x 


The number of baskets displayed under speciiic conditions becomes a more signifi- 
cant measure of warehouse capacity than does total area. Measuring warehouse capacity 
in terms of the number of baskets that can be displayed makes it possible to compare 
this with the market capacity as represented by the number of baskets that can be sold 
by the sets of buyers operating on the market in a day. 


The smallest flue-cured market in 1950 had warehouse space sufficient to display 
1,800 baskets, less than could have been sold by 1 set of buyers ina 5 1/2-hour day. In 
order to sell the full capacity of the market it would have been necessary to remove and 
replace some of the baskets previously sold. The largest market had space to display 
92,600 baskets at one time, enough baskets to require 42 sets of buyers for 1 day or 1 
set of buyers 42 days. The average capacity for all markets was 13, 700 and nearly half 
of the markets had less than an 8, 500-basket capacity. 


The individual warehouses varied in capacity from less than 1,000 to 25,000 baskets. 
There were 53 warehouses capable of displaying more than 4, 000 baskets each at one 
time. It would require 2 or more days for a set of buyers to sell the tobacco that could 
be displayed on each of these warehouses at one time. 


Warehouse Capacity vs. Market Capacity 


The warehouses operating on the flue-cured market in 1950 could have displayed for 
sale 1,205,000 baskets ata time. On the other hand, if the markets had been selling at 
the rate of 400 baskets per hour for a 5 1/2-hour day with 140 sets of buyers, they could 
have sold 308,000 baskets. Warehouse capacity on this basis was practically four times 
market capacity. Table 6 shows this comparison for the markets with the same number 
of sets of buyers. Note that markets of type 12 had more warehouse capacity in relation 
to the capacity of the markets than had the other types, although type 13 had nearly as 
much. Also, the ratio of the warehouse capacity to market capacity tends to increase 
with the added sets of buyers. Thus it is highest on the markets of types 12 and 13 with 
4 and 5 sets of buyers. The markets in type lla with 2 and 3 sets of buyers had a high 
ratio of warehouse capacity to market capacity, as did the markets with 1 set of buyers 
LUMLVIPe 2. 


=e 


TABLE 6.—-Ratio of warehouse capacity to market capacity, by sets of buyers and by types 
of tobacco, 1950 


Ratio with sets of buyers 


Type 


Ratios of warehouse capacity to market capacity on individual markets are summa- 
rized in table 7, which shows the number of markets having ratios within the ranges 
given. For the individual markets, ratios varied from less than 1 to 8.5. There were 4 


markets that could display more than 8 times the number of baskets they could sellina 
day. 


TABLE 7.--Number of markets with the given ratio of warehouse capacity to market capacity, 
by types, 1950 


Markets with ratio-- 


Type 


Number Number Number Number Number Number 
11 a--—- 2 ea er ee al ap 20 
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Twenty-three markets (26 percent) had warehouses that could display up to twice the 
number of baskets of tobacco they could sell in a day; 38 markets (43 percent) could dis- 
play from 2 to 4 times the baskets they could sell; and 27 markets (31 percent) could 
display over 4 times the baskets they could sell ina day. Types 12, 14, and 13 have all 
except 4 of the markets with a ratio of more than 4. The significance of this excess of 
warehouse capacity will be discussed later. 
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FUNCTIONS PERFORMED ON AUCTION MARKETS 
Assembling 
Flue-cured tobacco is produced on some 200,000 farms. Y The quantity grown on each 
is small compared with the volume that is handled by an individual processor or manu- 
facturer. As with other farm products, a necessary function at an early stage in tobacco 
7 There were 209,000 allotments in 1950 and 213,000 in 1952, as reported in the 


Report on Tobacco Statistics 1952 (19). The Census reports somewhat more farms, in- 
cluding sharecroppers. 
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marketing is assembly into larger quantities for economical handling! Not only is the 
physical handling of tobacco performed more economically at a central market place, 
but all other activities involved in the transfer of the tobacco are greatly simplified as 
compared with buying at the farm which prevails in the cigar areas. The tobacco com- 
panies send buyers to 88 auction markets instead of to the 200,000 farms. In their deal- 
ings the companies contact some 400 warehouse firms instead of each individual grower. 


An important advantage to the grower is that the auction market offers a central 
point where he can sell all of his tobacco of whatever quality he has. Another is that the 
volume on most auction markets is sufficient to interest several buying firms; thus he 
has more than one prospective buyer for most of his lots. 


Standardization and Grading 


Variations in the characteristics of the raw tobacco leaf are present on the same 
farm and even on an individual tobacco plant as well as on different farms. However, 
manufacturers seek leaf tobacco that has certain characteristics of value to them for the 
different products they make. For cigarettes they want a leaf with different characteris- 
tics than for wrappers for plug chewing or for smoking tobacco. Foreign buyers seek 
different qualities from those sought by domestic manufacturers, even for the same use. 
Of tobacco which goes into a specific use, some is more desirable and some is less 
desirable, For example, some qualities and types blend better than others for a given 
product. 


Sorting of the leaves into lots of fairly uniform characteristics helps handling and 
processing of raw tobacco and blending the right kinds and qualities for each of the sev- 
eral consumer products. The end product of the blending process must be a uniform 
standardized mixture of all the tobaccos used to meet the demands of the mass markets 
of today. 


The processes involved in the standardization and grading of tobacco begin at the 
farm and are carried on at various places in the marketing channel, ending with the final 
blending for manufacture of a specific product. The grower sorts his tobacco into sev- 
eral farm grades of more or less uniform tobacco. 


The Federal inspector inspects the lots after they are in the sales row and places a 
Federal grade on each lot. The buyers also grade the lots they purchase. Each calls out 
his company grade into which he classified the pile of tobacco. The symbol for the grade 
is recorded by the ticket marker on the ticket placed on each lot. The grade arrived at 
by the buyer is his judgment of the company grade into which the lot of tobacco should 
be placed on the basis of the characteristics he recognizes in the lot. 


Two individuals may differ in making such a judgmept on a given lot, especially if 
there is considerable variation of tobacco in the lot and it is on the borderline of a grade. 
Variability of the light often makes it difficult to grade a lot closely, and the rapidity of 
sale allows the buyer little time to pass judgment on each lot. At best he can only give 
the lot an overall appraisal and select 1 or 2 samples from it. The lots are, therefore, 
checked by the buying company at the redrying plant, and any changes necessary are 
made in the grade of the lot. Sometimes this may even necessitate resorting the tobacco. 


The tobacco placed in a particular grade will be redried and packed into hogsheads 
with other tobacco of the same grade. Each hogshead will be labeled with the grade sym- 
bol and other information--weight, crop year, type, market or locality, etc. --useful in 
the further handling and processing of the tobacco. 


The grading of the tobacco by the buyer plays an important part in the pricing proc- 
ess. Because the grower sorts his tobacco into small units and sells each independently, 
the buyer is able to take only those piles or baskets suiting his use. At the same time 
there are sufficient buyers representing a wide variety of requirements to enable the 
grower to sell all his tobacco. 
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Physical matching of supply with demand is one of the most important auction mar- 
ket functions. It is also the basis for these main advantages of the auction market over 
the other systems of selling tobacco: The relative uniformity of each unit in which the 
tobacco is sold, appraisals by the Federal inspector, the warehouseman, and the several 
buyers bidding on the basket, and a market for all qualities. 


Federal Grades and Grading 


Official standard grades have been developed for several types of tobacco, including 
the flue-cured types (9) under the Tobacco Inspection Act (15). Under this Act growers 
voted to have "free and mandatory" inspection at the markets they patronized. This was 
in effect in all flue-cured markets operating in 1951 and 1952. Each basket of tobacco 
offered for sale on such a market is given a Federal grade by an inspector employed by 
the Department of Agriculture, and the symbol for the grade is placed by the inspector 
on the ticket attached to the tobacco. 


The Federal grader, like the grower and buyer, makes a judgment decision based on 
his interpretation of the standards and his appraisal of the lot of tobacco. This judgment, 
like that of the buyer, is affected by the speed at which he must operate and the variable 
light in different parts of the warehouse and at different times of day. 


Although the lots are graded by the buyer and the Federal Government, tobacco is 
sold at auction markets by displaying it and by inspection by prospective buyers rather 
than by grade. There is no single set of standards used by the growers and the buying 
companies. Each has his own standards of sorting and classifying the tobacco. These 
differ not only among themselves but in varying degree from the Federal standards. 
There are more than a hundred grades for the flue-cured tobacco established under the 
Federal standards. Each grower sorts into only a few grades. The buying companies 
have varying numbers depending on the tobacco they buy and the use they expect to make 
of it. Each company has more grades than an individual grower but fewer than are es- 
tablished under the Federal standards. 


It has been suggested that improvement in marketing tobacco and a lowering of costs 
could be made by the use of a single system of grading by all the interested parties and 
the sale of tobacco by grade. Sale by grade would reduce the large amount of floor space 
required for the display of the tobacco and the labor necessary in the present method of 
sale. There are considerable difficulties, however, in developing and securing the adop- 
tion of a single universal set of grading standards. Two factors are especially important, 
the wide variation in the recognizable characteristics of the tobacco leaf and the lack of 
precision in the relation of these to the intangible nature of the quality factors required 
for the different tobacco products (6, p. 912).8 


Risks and Losses on the Auction Floor 


Tobacco is sold and delivered to the buyer on the same day or on the day following 
its delivery to the warehouses on most flue-cured markets. This rapid turnover reduces 
the risks from physical damage or from changes in economic conditions to a minimum. 
The warehouseman is responsible for the risk of fire and storm while the tobacco is in 
his possession and he carries insurance to cover such risks. 


The grower, however, risks deterioration in the quality of his tobacco if it is held 
over several days before it is sold. If flue-cured tobacco is in "safe keeping order, "' 
having the proper moisture content, it can be held for several days without appreciable 
change in quality. However, if it becomes too dry it will crumble and break up, and if it 
becomes too moist, it will spoil. Therefore it is vitally important that the grower get 
his tobacco on the auction floor in the best condition. 


8 The Tobacco Division is conducting a study to determine the relation of quality 
factors to the characteristics recognized under the Federal standards. 
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There is some actual loss of tobacco in the handling of it on the auction floor, even 
under the best of conditions. Some bundles of leaves or individual leaves will be knocked 
off the basket. They may be replaced, or misplaced on another basket, or trampled 
underfoot. The loss that occurs is kept to a small amount in the warehouses where suffi- 
cient care in handling the tobacco is exercised. Some tolerance in weight is usually 
allowed by the buyers to take care of changes in moisture content and unavoidable changes 
in weight. If the loss in weight exceeds the tolerance, an adjustment is made. Similarly, 
if the weight of the tobacco exceeds the weight on the basket ticket by more than the tol- 
erance, an addition is made to the payment. 


A few growers or others offering tobacco for sale may try to conceal poor tobacco in 
a basket of better quality by 'nesting" (concealing the low quality tobacco within that of 
higher quality) or other means of deception. Foreign matter is sometimes found ina 
basket of tobacco. The buyer is permitted to reject such a basket or request an adjust- 
ment from the warehouseman, who is held responsible for any deception practiced in the 
selling or handling of the tobacco. 


Selling and Buying 


The loose-leaf tobacco auction market is the primary market for flue-cured and 
other types sold by this method. There are no large central markets, nor any future 
markets for tobacco, which have a part in the pricing. The price-making forces focus on 
the tobacco auction market, although not all the decisions affecting or directing those 
forces are made there. Both the growers and the buyers make choices off the auction 
floor which affect the buying and selling prices. 


The grower is anxious to sell his tobacco when it is cured and prepared for market 
and in good condition. He has no means of redrying to prepare it for storage, and also, 
important to most growers, he desires to secure promptly a return for his effort in 
growing and preparing the crop for market. The progress of the crop depends upon the 
season's weather over a more or less wide area, and each grower finds many others 
ready to place their tobacco in the warehouse at the same time. The motor truck has 
made it feasible to market tobacco at more distant markets and gives the grower a wider 
choice among markets. However, most tobacco is hauled to a market within 20 miles or 
less of the farm. 


The further choices he has in the price-making process are to accept or reject the 
bid, and, if the bid is equal to or less than the loan rate, whether to place the tobacco 
under the loan. Generally, on flue-cured markets the highest bid made at the sale is not 
rejected unless it is below the loan rate. The great majority of growers are eligible to 
place their tobacco under loan and usually authorize the warehouseman to do so when 
the bid is less than or equal to the loan. Growers are reluctant to reject bids above the 
loan rate because for that part of the seasan when the market is operating at capacity 
they will not be able to offer it until the next sale, a day or two later. The warehouse- 
man, in turn, is reluctant to advise the grower to reject a bid as every rejection lessens 
his volume of sales and thus his returns. 


The seller of flue-cured tobacco should have a considerable body of information so 
that he can make intelligent decisions about the sorting, displaying, and selling of his 
tobacco. He should know the prices paid at different markets and warehouses and the 
forces which affect prices and cause price differences between markets and warehouses 
and at different times within the marketing period for different grades of tobacco.*? The 
seller must also know the demand for different qualities of tobacco and the changes in 
the utilization of the different qualities. In addition, he needs to know how to sort his 
tobacco to meet demands for the different qualities and how to display tobacco to the best 
advantage. 


9 Basket Price Variations for Burley Tobacco, (4) gives the type of information 
needed. 
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Several State divisions of markets, in cooperation with the Tobacco Division of the 
Agricultural Marketing Service, U. S. Department of Agriculture, are doing much along 
these lines. However, more needs to be done. The growers would be benefited if more of 
such services could be provided to instruct them in better preparation, displaying, and 
marketing of their tobacco and, if more information could be made available to them. 


Tobacco companies have several choices to make in carrying out the buying function. 
Most of the decisions, especially the more important ones, are made by the appropriate 
company officials in their offices or conference rooms. They decide the amount of any 
type of tobacco to buy, the grades or qualities to buy, the price to pay for the different 
qualities or grades, the markets on which to have their own representatives, and the 
markets on which to buy through some other company operating on the market. 


The companies, especially the larger ones, are much better informed about con- 
ditions affecting the market and market prices than are the growers. They have most of 
the information they need in their own records and in their estimates of what each will 
do. The representatives of the companies travel through tobacco areas during the grow- 
ing season to get information on the extent and quality of the crop which they transmit to 
the home office. 


The buyer operating on the floor also has certain decisions to make. An important 
one is whether or not each basket meets the standard of a grade he is to buy. If it falls 
into a grade he wants, he must decide what to offer to get it, if possible, without exceed- 
ing his price limit. He must also decide the probable extent of any competitor's interest 
init. The rapidity of sales makes only one or a few bids possible by each representative 
on a basket. Therefore, a buyer's bid must be high enough to take a quantity of that par- 
ticular quality to meet his quota but not so high as to raise unduly the average cost of his 
company's purchases. 


If one buyer decides he will have no competition for a basket he may make a low bid, 
and if he is correct it will be ''knocked down" to him. Should one or more other buyers 
be interested, bidding may go to the highest price that any one of them can give for the 
grade in which he expects to place it. If a low bid is offered it may draw ina speculator 
who sees a chance to rework or reoffer the basket at a profit; or another buyer may de- 
cide that his company can use it at a bid above the low bid offered. 


With the auction method of selling tobacco, the range in price for tobacco of ap- 
proximately the same quality may be wide (3, pp. 926-927, and 4, p. 3). The rapidity of 
sale and arrival at a judgment on the elusive qualities of the tobacco leaf and the varying 
reaction of competing buyers which each buyer must make in bidding is an adequate ex- 
planation of this range. 


From the standpoint of a buying company any error in bidding judgment will average 
out through the large number of units bought. To the grower, however, these variations 
in the price for the same quality are much more important. Any lot or basket of tobacco 
is a much larger proportion of his total sales than of the buying company's total pur- 
chases. The erratic bid does not average out for him because he usually has very few 
lots, and the high bids on some baskets will not offset the low bids on others. 


Payment and Financing the Transfer of the Tobacco 


A valuable service performed by the warehousemen is that of making payment to the 
sellers and securing payment from the buyers. Within the hour after tobacco is sold the 
grower can receive cash or a check for the amount due him. The warehouseman issues 
one check to the grower in payment for all the tobacco sold, whether to one or several 
buyers. He in turn bills each company for all the tobacco purchased on that day, no mat- 
ter how many growers were involved. This seems to give the buyers and sellers a maxi- 
mum simplification of their financial and market record requirements. The time interval 
between the issuance of a check to the grower and receipt of a check from the purchaser 
is relatively short, a day, a few days, or a week. Nevertheless, a substantial line of 
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credit with banks in the area is required by each warehouse firm to cover the financing 
of the tobacco for that time. 


Market Information 


Boards of Trade in some auction markets put out limited information on growing 
conditions in their areas and prices in their markets. This is to attract buyers and sell- 
ers to a particular market and lacks accuracy and adequacy for use by buyers or sellers. 


A Market News Service was authorized in the Tobacco Inspection Act (15) to provide 
market information for the use of anyone interested, especially growers. Press releases 
are issued daily to newspapers and radio stations. These give information by type on 
market conditions, supplies, and quality of offerings, price level changes, actual prices 
for a number of grades, and the average price for all previous day sales, The informa- 
tion covers prices from the forenoon sales on 4 or 5 markets for each type. A weekly 
report distributed to all warehouses selling the type shows the average price for the 
week for each Federal grade selling in any volume. The purpose of this information is 
to enable the grower to compare the offer he has received with the average paid for the 
same grade during the past week. Thus he can more intelligently decide whether or not 
he should accept the offer made on his tobacco. 


The Services Rendered by the Warehouseman 


The building, equipment, and personnel required to operate an auction warehouse 
are provided by the warehousemen, who are paid for these services. They may be 
classified as the physical handling of the tobacco, paper work (recording, check writing, 
bookkeeping, billing, etc.), supervision of the operation of the business, and the service 
of the auctioneer. 


The physical operations are rather simple since there is no complicated manipula- 
tion of the tobacco, such as mixing, sorting, and packaging, and no processing. Some 
assistance is provided to the grower in unloading the tobacco from the truck and placing 
it, as sorted, a grade ona basket. The extent of this assistance varies from one ware- 
house to another and from time to time. With labor scarce during World War II, this 
assistance was reduced to a minimum. When the markets are crowded, the grower is 
often willing to patronize a warehouse rendering a minimum of service. 


The basket of tobacco is trucked to the scales where a weigher licensed by the State 
weighs it and prepares a ticket bearing the name of the owner and the weight of the to- 
bacco. The basket is then trucked to a place in a row for the sale, or if the rows are 
full it is placed to one side for later display and sale. After the sale the baskets are 
usually moved directly from the row to the truck of the buyer. If the buyer is not loading 
immediately after the sale, he will have his employees place the baskets at some vacant 
place in the warehouse. 


Record keeping and other paper work of the auction warehouse require competent 
personnel. The bookman and clipman, who follow each sale and calculate its value, are 
highly skilled rapid calculators. In addition, there are bookkeepers, check writers, and 
other workers, depending upon the size of the warehouse and the volume of tobacco han- 
dled. Business machines are becoming widely used for many of these warehouse opera- 
tions. 


The firms operating the warehouses may be individual proprietors, partnerships, 
corporations, or cooperatives. Whatever the type of ownership, one or more of the 
owners take active part in the management because in the larger auction warehouses, 
operating close to capacity, there are many activities going on at many places at once. 


Trucks bringing the tobacco to the warehouse must be handled in an orderly fashion 


to avoid congestion. The tobacco must be unloaded and placed on the baskets, and trucked 
to the scales and rows for display in time for the sale. The office work must operate 
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smoothly in order to get the checks to the growers within a short time after the sales are 


completed. 


The conduct of the sale requires | or 2 of the owners or hired employees working at 


rapid pace so that the maximum amount of tobacco permitted under the rules can be sold. 
Sales must be started promptly, since any time loss means volume loss and loss of re- 


turns. Buyers must be on hand and kept interested in the offerings. Relationships with 


the growers and the tobacco companies must be maintained to keep them satisfied with 
warehouse operation. 


The warehouseman also furnishes the service of the auctioneer. Each of the larger 
firms has an auctioneer and a substitute, while one smaller firm may share an auctioneer 
and a substitute with other firms. 


COSTS IN MARKETING FLUE-CURED TOBACCO 
Costs to the Grower 


Growers selling on the auction market pay the warehousemen for the services they 
render. The warehousemen provide the services of the auctioneer and other services in 
conducting the tobacco auction. 


There are 3 fees paid by the grower: A commission of 2 1/2 percent on the value of 
the tobacco, an auction fee of 15 cents for each pile of 100 pounds or less and 25 cents 
on each pile of over 100 pounds, and a weighing and handling fee of 10 cents on all piles 
of 100 pounds or less and 10 cents for each additional 100 pounds. These fees are maxi- 
mums established by State law in all States growing flue-cured tobacco, except Virginia. 
Custom and acceptance by growers have made these maximum charges the standard 
charges in all States growing it, including Virginia. The warehousemen consider it un- 
ethical to offer to charge rates below these. 


A grower with considerable influence among his neighbors may be hired to solicit 
business or to help in some capacity or may receive some other form of inducement to 
patronize a particular warehouse or to secure the patronage of other growers. 


The commission is the most important charge for tobacco selling at more than $10 a 
hundred pounds. At that price, for a basket weighing 175 pounds, the weighing and auc- 
tion fees combined will exceed the commission by a small amount. The price at which 
the tobacco sells is an important factor in determining the charges. This can be seen 
in table 8 where the charges are calculated for a basket of tobacco weighing 175 pounds. 


TABLE 8.--Auction charges for selling a basket of 175 pounds of flue-cured tobacco at 
specified prices, by item 


Chars‘es when price per 100 pounds is-- 


Item 
$10 $25 $50 
Dollars Dollars Dollars 
Commission-—-—-—-=————-——=——~-——--- + —-—-— =~ -—--— - -—-- = 0.44 AOS PIS, 
Auction fee------——-—----—-----—--—--—-—---~-------- PIS) 5 25) 
Weighing and handling fee--~---------—— ~20 20 520 


Total-—-—— 
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It can be seen from these examples that the warehousemen's interest and the farm- 
ers' interest are parallel under this method of determining the charges. Both are inter- 
ested in obtaining the highest price for the tobacco. 
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The total of these charges paid by flue-cured producers in 1950 was 20.3 million 
dollars, The somewhat larger volume but slightly lower average price increased the 
charges to 22.6 million dollars in 1951. In 1952 they dropped to 20.5 million dollars 
because of a somewhat lower volume and lower value. 


Total Returns, Costs, and Net Returns to the Warehouseman 


The warehousemen!'s returns are from the fees charged to sellers, the spread on 
the leaf account, and the receipts from the sale of pickups and floor sweepings. This in- 
come for 1950 and 1951 is shown in table 9, and the percentage distribution of this in- 
come is given in table 10. 


Some warehousemen have additional income, not included here, from rental of the 
warehouses for other purposes than the auction-selling of tobacco. 


Fees and commissions in the sale of the growers' tobacco are by far the most im- 
portant source of income and ranged from 72 to 92 percent for the different types in 1950 
and 1951. The unusually high proportion for types 12 and 14 in 1950 is due to leaf account 
losses which lowered total returns. 


In type 12, the total was reduced below the receipts from the fees and commissions 
received from the sale. In 1951, the spread in the leaf account was the second most im- 
portant source of income and varied from 4.5 percent for the warehouses selling type 
Ilb tor8. 4: percent for those selling. type 13. 


In 1950, the warehousemen selling type 12 and type 14 as a whole suffered losses in 
their leaf account, and those selling 11b made small profits. Those in type 13 had a sub- 
stantial spread, even in that year, equal to 9.2 percent of total returns. The sales of 
pickups and floor sweepings are very large in the warehouses selling type 14. One im- 
portant reason is that the tobacco in the Georgia-Florida Belt is not tied into hands or 
bundles as in the other belts. The loose leaves easily fall or are knocked from the bas- 
kets. 


The total income of the warehousemen must cover wages and salaries, depreciation, 
repairs, supplies, taxes, interest, and utility charges, among other expenses. The dif- 
ference between these costs and the total income as given above is considered as the net 
return, including the return to the owner or owners for the time and effort they contrib- 
ute to the operation of the auction. Tables 11 and 12 give the estimated costs of the ware- 
housemen for handling the crop of 1950, and the percentage of the commission and fees 
required to cover these costs. 


The high prices of 1950 and the resulting high commissions made the costs a smaller 
than normal percentage of the commission and fees. In 195l, prices were lower and 
costs were higher than in 1950. It should be noted that the costs given in the table do not 
include a salary for one of the owners. Approximately the full time of one owner was 
shown statistically to be devoted to active participation in the operation of the business 
of the firm (12). The cost of wages and salaries will vary depending on the number of 
active partners and the volume of business handled by the firm. For the 1950 flue-cured 
crop, approximately 36 percent of the income from fees and commissions went for wages 
and salaries, 22 percent went for the costs in providing the building and equipment, and 
12 percent paid for such miscellaneous items as bank charges, warehouse association 
and board of trade dues, advertising, and supplies. 


The net return to the firms operating the warehouses in 1950 averaged from about 
$5,000 for those operating in type 14 to $32, 000 for those operating in the Middle Belt. 
The low returns to those operating in Florida and Georgia were due to the shorter season 
and to the loss in the leaf account in 1950. Loss in the leaf account also lowered the re- 
turns of firms operating in Eastern North Carolina. See table 13. 
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TABLE 9.--Total return to warehousemen from commission, fees, and sales of tobacco 
by types, 1950 and 1951 


a a 


| Commission and fees | and fees 


Spread on Sales from 


Total 


Type Producer's Other leaf pickups and aan 
Sales sales account floor sweepings 
1,000 1,000 1,000 1, 000 1,000 
dollars dollars dollars dollars dollars 
lla--------------------- 4,617 dlig2 139 5058 
11b--------------------- 2022 81 8 2,865 
12---------------------- 6,774 214 T8017 epeHal 
]3----------------—---- 4,463 205 491 5:35: 
14---------~------------ 1,864 1 _399 1,970 
21,810 
4,993 
Seo 
9,134 
5,998 
3,453 
26,701 
TABLE 10.--Percentage distribution of returns to warehousemen by source 
1950 
| Commission and fees | and fees 
Spread on Sales from Total 
Type Producer's Other leaf pickups and returns 
sales sales account |floor sweepings 
Percent Percent Percent 
fla ——————_—___-___ 91.4 100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 


100. 
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TABLE 11.--Estimated costs to warehousemen in handling flue-cured tobacco, by items and 
by types, 1950 


eS ee 


1,000 1,000 1,000 

dollars dollars dollars 
OZ 566 2,986 
963 BOW, 1,665 
2,454 809 4,838 
Lov 544 3 ,437 
Aly? 256 JE AOA0) 


14,596 


1 Based on an average of one owner actively engaged in the operations of each firm and 
does not include his salary. 


TABLE 12.--Cost to warehousemen as a percentage of fees and commissions in the sale of 
tobacco by types, 1950 


eee = 


Percent Percent Percent Percent 
36.9 4 BRS 62.55 
35).6 Ta 626 
B52 ; LES6 69.2 
B26 H 7. UES Ou/ 

13 85.5 


6953 


1,000 dollars | 1,000 dollars 


1,000 dollars 


Pla seet eae D053 2,986 2,067 24 ,035 
(elipsoeee etl! Se 2,865 1 ,665 1,200 32,432 
Wace ee 6.oV1 4,835 AUS 20,424 
TLE et 2 a a cE Bio siem 3 437 1,914 24,228 

ee ee 1,970 1,670 300 5 ,000 


The cost per hundred pounds of tobacco handled varied from an average of 95 cents 
in the Old Belt to $1.17 in the Georgia-Florida Belt. The returns from fees and com- 
missions per hundred pounds were $1.45 for the warehouses selling type 14 tobacco to 
$1.66 for those selling type 12 (table 14). 
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TABLE 14.--Commission and fees, costs, and margin per 100 pounds, in handling 
tobacco, by types, 1950 


Commission Margin of charges 


Dollars Dollars Dollars 
ee WSN) O95 0.64 
ips ee We65 98 .67 
Da ee 1.66 iOS 58 
13------------------------------------- 1.64 1.14 .50 
14--~------------------~~--------------- 1.45 len ply/ 28 
Total-------------------------------- WZ 1.06 ~ 26 


The shorter selling season for types 13 and 14 results in fewer sales for the season 
for a given firm. Overhead costs, especially building expenses, cannot be reduced in line 
with the smaller volume. This results in higher total costs per hundred pounds for firms 


selling those types. The price for type 14 being lower, the commission is also lower. 


The higher cost and the lower commission result in a smaller margin per hundred pounds 
for that type. The low margin raises the question, are the charges adequate for sucha 


short season? The warehousemen make up for this by their sales of pickups and floor 
sweepings, which amounted to 31 cents a hundred pounds in 1950. 


The difference in total costs per hundred pounds between the different types is 


largely the result of the differences in building and equipment cost. Warehouses selling 
the types with higher costs have more space in relation to the volume sold, and mainte- 
nance cost of this space is spread over a smaller tobacco volume. The result is higher 


costs per hundred pounds sold. Volume sold per square foot of floor space, cost per 
hundred pounds for the building and equipment, and total cost per hundred pounds are 
shown in table 15, 


The lower volume of tobacco sold per square foot of floor space for the firms selling 
types 13 and 14 is due in part to the shorter selling season for those types. In part, the 


lower volume of sales in relation to the floor space was the result of greater over- 


expansion of space for the markets selling types 12, 13, and 14 in 1950 as compared to 


the markets selling types lla and 1}b. Markets selling type 14 could display about 4 
times as many lots as they could sell in a day and the markets selling types 12 and 13 
about 5 times as many; while those selling types lla and 11b had space to display less 
than 3 times as many baskets as they could sell. Even some of the markets selling the 
latter two types have more space than needed for the volume sold, and their costs are 
higher than they would be if there were no excess capacity. 


TABLE 15.--Sales of tobacco per square foot of space, and cost of building and equipment, 


per 100 pounds of tobacco sold, by types, 1950 


Tobacco 
Type sold per 
sq. foot ee als Bue Total 
equipment 


Cents 


Cost per 100 pounds tobacco sold 


1S, 
98 
108 
114 
R7 


106 


Gross Margin Taken at the Auction Markets 


Charges paid by the growers make up the greater part of the margin taken at the 
auction warehouse in the marketing of flue-cured tobacco. The gross margin consists of 
items that explain the difference between the net return at the warehouse to the grower 
and the payment made by the final purchasers--the manufacturers and the leaf tobacco 
dealers--to the warehousemen. Other items beside the charges which make up this mar- 
gin are the spread on the resales made by the warehousemen and pinhookers and the 
sales by the warehousemen of pickups and floor sweepings. The amounts of these items 
in 1950 and 1951 are shown in table 16, and the percentage distribution is shown in table 
Mle 


The warehouse charges make up 74-94 percent of the gross margin except for the 
markets selling type 14. Warehousemen on these markets received over a sixth of the 
gross margin from the sale of pickups and floor sweepings. The spread--the margin 
between the purchases and the resales of the warehousemen and pinhookers--constitutes 
from an eighth to a sixth of the gross margin for the flue-cured markets as a whole. The 
low total of this item for the markets selling type 12 in 1950 was due to losses by some 
warehousemen on their leaf accounts. 


Other Costs in Operating Flue-Cured Auction Markets 


Costs of operating the auction markets are not only those of the warehousemen but 
include other costs. Tobacco companies must have at least one representative on each 
set of buyers. They also provide assistants for buyers and helpers to handle the tobacco 
preliminary to transporting it to the redriers. There are from 7 to 10 tobacco companies 
who have representatives on the sets of buyers operating on the flue-cured markets. The 
larger number are found on some of the largest markets. There are six companies which 
have representatives on nearly every set of buyers operating on the flue-cured markets. 
There are from 1 to 4 independent companies operating on each market. 


Each company with a representative ona set of buyers will have one man asa buyer 
and assistants to check the baskets bought, keep the records, and supervise several 
laborers to ''sheet"' the baskets (cover with a burlap sheet) and place them in position to 
be loaded on trucks or held for future loading. Some companies purchasing large volumes 
have more than one buyer for each set of buyers to take turns as members of the set. 
These larger firms may have a supervisor stationed on a market with more than one set 
of buyers in addition to the "circuit rider'' who supervises several markets. It is esti- 
mated the company cost of providing representatives, assistants, and labor on flue- 
cured markets was about 4 million dollars in 1951. 


The Federal government is required by the Tobacco Inspection Act to provide a 
minimum of two inspectors for each set of buyers on all markets where the growers 
have voted to have this service. The maximum number of lots an inspector can handle is 
1,200 ina day. With the capacity of a market in a 5 1/2-hour day at 2,200 baskets for 
each set of buyers, there must be 2 inspectors for each set on the market. In addition, 
there must be additional inspectors in training ready to substitute for any who may be 
incapacitated. Supervising inspectors are needed to check on the accuracy and consist- 
ency of the grading. 


The cost of the inspection work on flue-cured markets was nearly a million dollars 
in 1951, the year when gross sales were nearly 1.6 billion pounds. The cost of the Mar- 
ket News Service operated jointly with the States brought the total cost to over a million 
dollars in that year. 
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TABLE 16.--Charges on sales of tobacco, by types, 1950 and 1951 


1950 


Sales from 
pickups and 
floor 


Gross 
margin 


Warehouse 
charges 


Spread on 
resales 


1,000 dollars 
4,617 
2,622 

—--—--- ——— —--—--—-—- - + 6,774 


1,000 dollars 1,000 dollars 


“tiesto seb te 


11lb---~------- ------------------- 


TABLE 1'7.--Percentage distribution of margin by specified items, 1950 and 1951 


1950 
Sales from 
Tame Warehouse Spread on pickups and Gross 
charges resales floor margin 
sweepings 
Percent Percent Percent Percent 
lla-------------~--------~-~~--~--- 82.8 
l1lb--------------~---~----------- 83.8 
12-----------------~--—------—--~- OBrN/, 
13-------------------~~---------- 73.9 
14-----------~+-~~---------------- VOLS 
Average----------—----—-———---—-- 
lla----------—---~---~-~-—-~--—~--—-—_- 
l1lb---------------------~——~ ~--~~- 
]2-------------------~---~----- oo 
13--------———~----------—-—-—_—--~--- 
14----------—~-——--___-~--_--_ ---- 


Average-—-—--—-—-—--~--—--—-~_—-___- 


SPAS 


1,000 dollars 
Dig il 
Spi loi 
1 «230 
6 ,038 
2 427 


2)2.08 


5,677 
3,430 
9,831 
6 ,689 
3,787 


29,414 


SOME POSSIBILITIES OF INCREASING EFFICIENCY AND REDUCING COSTS 


The tobacco auction marketing system is a functioning whole with more or less in- 
dependently functioning parts and not a mere collection of independently operating firms. 
Not only does each firm function as a unit, but each market functions as a unit with re- 
spect to certain activities. Also, all the markets of a type act as a unit with respect to 
other activities. In addition, all the flue-cured markets function as a unit. The groups 
which make up these units include warehousemen, growers, and tobacco companies. 
Each unit functions with the aid of its rules. 


This study is concerned with the flue-cured marketing problems that are related to 
the actions of these several units. These problems can be solved most satisfactorily 
when it is recognized that group action as well as individual action is required. 


The problems considered in this study are the number of firms, the warehouse 
facilities (especially floor space), the number of markets, the sets of buyers required to 
adequately handle current flue-cured crops, and the specific practices of resales and 
pickups. Except for resales and pickups, these problems are related to costs and the 
efficient operation of the tobacco auction marketing system largely through the effect 
they have on the volume of business handled by the different marketing agencies. 


Some Factors Influencing Efficiency and Costs in Auction Markets 


The next sections present some of the factors influencing the efficiency of marketing 
flue-cured tobacco and their effects on costs: The effect of business volume on efficiency, 
costs, and net returns to warehouse operators; the results of warehouse operators striv- 
ing for increased returns on the expansion of warehouse space and the number and size 
of warehouse firms; the effect of the volume handled per market on the efficiency and 
costs of operations of the buying companies and the Federal Government on the market 
and the relation of the number and size of markets to their costs; a discussion of the 
effect of resales and pickups on the margin taken at the auction market; and some sug- 
gestions for joint considerations by the growers, warehousemen, and buying companies 
of their common problems. 


The Relation of Volume of Sales to Efficiency 
and Costs of Warehouse Firms 


The efficiency in the use of floor space in flue-cured auction warehouses for the 
1950 season varied from 10 pounds to 225 pounds of tobacco sold per square foot of floor 
space. By this measurement a warehouse of 20,000 square feet selling 2 million pounds 
is as efficient as a 50,000 square foot warehouse selling 5 million pounds or a warehouse 
of 100,000 square feet selling 10 million pounds. The effect of the volume of sales on the 
efficiency in the use of warehouse space and equipment is given in table 18. 


The efficiency variation as the flue-cured warehouses operated in 1950 is shown in 
table 19. The table gives the average and the range for all markets and for all ware- 
houses by types. The lower average for the markets of type 13 and type 14 is in large 
part due to the shorter selling season for those types. The low rate for the markets of 
type 12 compared with those of types lla and 11b, where the selling seasons are about 
the same length, is the result of the greater overexpansion of warehouse space on type 
12 markets. Overexpansion of space is also important in reducing the efficiency in the 
use of space in type 13. 


The effect of this efficiency variation on the cost of providing the warehouse and 
equipment is given in table 20. The cost of the warehouse and equipment is estimated at 
17 cents per square foot of warehouse space. 


The average and range in the estimated costs of providing the warehouse and equip- 


ment for the 1950 season for the markets of the different types is shown in table 21. 
These costs varied from 8 cents to $1.35 per hundred pounds of tobacco sold. The effect 
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TABLE 18.--Pounds of tobacco sold per square foot of floor space for warehouses of 
specified size with specified volume of sales 


Tobacco sold per square foot in warehouses of-- 


20,000 sq. ft.| 50,000 sq. ft. |75,000 sq. ft. 


Volume of sales 


1,000,000 pounds 


Pounds 
]-----------——- - -—- -- - ---- --~ - ------ = --- MS 
0 ee eee re ee en ee re eens CO 
3 eH a ane a 40 
4--------~------=- - -—- - --- - -- ---- - = - == 53 
5 eon an a ne = 1 OW 
6 mon en a ea a 80 
=~ 1 93 
g-------—------—----------------—------- Or 
Q----~-------------——~- --- -- - ------ — 120 
10--~------—----------------------------- = asi! 
15? --------—-__ -____-_____---—------_--__.-_-. 200 
1 The data are to the nearest pound. 
2 Theoretically possible but there was no warehouse operating at these rates in 1950. 
3 There are only a few firms selling over 10 million pounds. 
TABLE 19.--Range and average of amount of tobacco sold per square foot of warehouse 
space for markets and warehouses, by type, 1950 
Range 
Type Average 
Pounds 
lla----+------=-—--—---- —--------- —----—-- 29 = 225 
11lb-------------~-=---+- -------~--------- -—— 24 - 136 
12-----~-----—----------—-- ------ -- - ----—-- 22 - 181 
13-------------—~----~~-------—--- ----- =--=— 19 = 92 
14--------=---- --- -- = - - —-- - - = - - = - = = 10 - 54 
All types—-----------—------------—------ LO —1 225 


of the shorter selling season for the markets selling types 13 and 14 are brought out 
again in this table of unit costs, as is the overexpansion of the warehouse space in the 
markets of type 12. It should be noted that these costs are for 1950. Overexpansion of 
warehouse space has continued, and the relation of the costs between the different types 
has probably changed. Costs are also higher now than in 1950. 


Wages and salaries are the largest cost item in the operation of auction warehouses 
and average 55 to 60 percent of the total costs. Sales volume also affects the efficiency 
with which labor and management is used in the warehouses. Certain positions must be 
filled no matter how small a volume of tobacco is handled, and no increase in number of 
persons in these positions is needed until a rather large volume of tobacco is reached. 
A licensed weigher must be hired, but a second one need not be until the volume exceeds 
the quantity the first can weigh in a day. A bookkeeper is needed, but another will not be 
required until the volume of business greatly increases. 
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TABLE 20.--Cost for warehouse and equipment per hundred pounds of tobacco sold in ware- 
houses of specified size with specified volume of sales 


Size of warehouse in square feet 


20 ,000 50 ,000 75,000 


Volume of sales 


Cents 
| ---- a= = ee  -  e — - - 4.0 27D 
2 ee an ee en a ee eee Ao) 635.7 
Ban oe Ha oe nn ee 13 42.5 
4—~--------—----~-——--—- - ——- ---—- - -- ——-- — ++ -- — Se5 B19 
5 wae a -  - - -  - - = = 6.8 DEES) 
nn ous Devi: Zilene 
] we ee a en a ee en en ee ee ee 4.8 e385 
g-----—-----—----------------—------+--—--------~ Lean Als S) 
Q-—-=-—-—--—- —-- ——- ——- - -- ——-- —- + -—- - 326 aA S2 
10-----------—-~—-- ——- -- == —- - —— - = - - === = — = -—- = BoA ay, 


TABLE 21.--Range and average in cost for warehouse space and equipment, per 100 pounds 
of tobacco sold, for markets and warehouses, by types, 1950 


Types Average 
Cents 
BN weer D1 
11b-—-_—--______ -_____-____.__.______.____—_ = 23 
12 ---2--- oo wn eo = 2 ne 235 
1322-2 ne oe + 40 
TA 48 
All types----—---—-—~---~—------——---__-_—_- --- — 33 


1 The cost assumed here is 13.5 cents per square foot instead of 17 cents for the other 
types. The cost of construction for the type of warehouse used is less for these markets. 


The management is the most important of the relatively fixed labor items and is 
relatively fixed for a considerable range in volume of tobacco. The sales supervisor can 
conduct the sales for a fraction of an hour or for several hours, depending on the amount 
of selling time. The floor manager must be on hand to see that the tobacco moves to the 
weigher and to the sales row for a wide range in the quantity of tobacco that comes to the 
warehouse. The same is.true for most of the tasks that are involved in the warehouse. 
These conditions make most of the labor a controlled item for considerable ranges of 
volume handled, varying with the tasks performed. Firms handling small volumes can 
make some adjustments by having some employees perform several tasks or assist 
others when additional help is needed. Salaries and wages do increase with the volume 
handled. However, the conditions which tend to fix certain of the labor requirements fer 
a considerable volume result in lower average unit costs for the larger volumes than for 
the smaller. 


The effect of volume on labor costs is shown in table 22. These data apply to all the 


labor costs including the salaries of the managers and supervisors. In many warehouse 
firms these positions are occupied by the owners who are not paid fixed salaries but 
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share in the net returns to the firm, which include in those cases any payment for man- 
agement services. 


TABLE 22.--Number of firms and cost of wages and salaries in handling flue-cured tobacco, 
by given volumes of sales, 1950 


Wages and salaries 


1 
SES Seat Average Per 100 pounds Tobacco sold 
per firm? of tobacco per dollar 


Million 
pounds Dollars Pounds 
]-----=---------------------- 8,514 118 
2---~----------------------- 14,515 . 138 
3------ -- =~ -- = =~ -- =~ 20 D6 146 
ee 26,517 150 
See ee ee — Bei, US - 154 
See oe 38 519 : 156 
[———--—--—----—-—-——---------- 44,520 17 
§—-——_--—_._ -________________. DOP S21 158 
9-___ -____ —_ - — DOwoee 159 
re 2 sates Pe ee 62,523 160 
13--—----~~----~~—-~-——_-_-—--_ 80 ,526 162 


1 Firms operating in markets selling types lla, llb, and 12. Because of the shorter 
season for types 13 and 14, the data do not apply as well. 

These estimates are based on an analysis of wage and salary payments for 118 firms 
operating flue-cured warehouses as reported to the Bureau of the Census in the Census of 
Business, 1948, compared with the pounds of tobacco sold by those firms in 1948 reported 
to the former Tobacco Branch, Production and Marketing Administration. They have been 
adjusted for the increase in wages from 1948 to 1950. 


The efficiency with which labor is utilized increases rather rapidly with the increase 
in the volume of business up to 5 million pounds. 


At a volume of 1 million pounds the warehousemen sold an average of 118 pounds for 
each dollar expended for wages and salaries. This was increased to 154 pounds at a vol- 
ume of 5 million pounds. The costs per hundred pounds were reduced from 85 cents to 
65 cents, or by 20 cents. 


The Relation of Volume of Sales to Warehouse Returns 


Warehousemen are interested in the net return after their costs have been covered. 
The net is affected by variations both in total income received and in total costs. There 
are a number of smaller cost items besides the costs of labor and management and of 
providing the warehouse and equipment. The largest of these is the payment to banks for 
the credit needed to cover payments to growers before receiving payment from buyers. 
Another important item is the insurance on the leaf tobacco while in possession of the 
warehousemen. In addition, there are office supplies, advertising and payments to at- 
tract business and build goodwill for the firm, and the cost of utilities. These miscella- 
neous costs constitute from 12 to 18 percent of the total costs. They tend to increase in 
proportion to the increase in the volume of business. For purposes of this study they are 
considered to be 15 cents a hundred pounds of tobacco sold. 


The total or gross returns considered here are the returns from the warehouse 
charges, the commission, and fees for selling the tobacco. The commission varies with 
the value, and the fees vary somewhat with the weight of each basket sold. For the 
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purpose of these estimates the value is taken at the average price for 1950 and the weight 
of the basket at the average for that year. The returns increase directly with the in- 
crease in the volume of sales. The same is true with the minor costs mentioned above, 
which are estimated at 15 cents per hundred pounds of tobacco. 


Costs per pound for providing the warehouse and equipment and for labor and man- 
agement decreased as volume increased. Because of this relationship total costs do not 
increase as rapidly as the volume, and the net returns increase relatively more rapidly 
than total returns. 


This is brought out in table 23. The range in volumes illustrated may appear 
wide for a warehouse of fixed size, such as 75,000 square feet. However, in the 1950 
season the range that actually obtained for warehouses of approximately that size was 
from 2 million pounds to 9 million pounds, or a range of from 27 pounds to 120 pounds 
per square foot of floor space. 


The cost of providing the warehouse of that size and the equipment to go with it for a 
season is $12,800. The cost of labor and management varies as given in table 22, and 
the other costs at 15 cents per hundred pounds vary with the volume from $3, 000 at 2 
million pounds to $13,500 at 9 million pounds of tobacco sold. The total cost increases 
from $30, 300 to $82, 800. The net returns vary from $2,000 at 2 million pounds to 
$62,500 at 9 million pounds. 


TABLE 23.--Revenue, costs, and net return for tobacco sold in a warehouse of 75,000 square 
feet, by given volume of sales, 1950 


Sales Revenue Net return 


pounds Dollars Dollars Dollars 
2 een on en ee eo oo = = = 2 - = = 5 - = + = - = 32,300 30 ,300 2,000 
3 -------- -----~--—--- -------- ---- == ---- --- ------ AS ,400 37 ,800 10 ,600 
henna eae nn an on = - == = --- - - = = = + - -- 64 ,600 45 ,300 19-300 
5 ween wee nn en on en ne ne He = + = = 80 ,700 52,800 27 ,900 
6 2+ anon en ee = He 5 - = - = = - + - 96 ,800 60 , 300 36 ,500 
[aa n----- -- = - = = -  - - =~ = == - --- = - = - 113 ,000 67 ,800 45 ,200 
§--------------~-----~---=--=-- ——- ---- --- -- ----- 129 100 75 ,300 53,800 
QO w----=~ - —- - - - = - - = = = = - - = -- - - ~ —- - - = = = = = = 145 ,300 82,800 62 , 500 


The same information on a unit basis is given in table 24. Total costs vary froma 
high of $1.52 a hundred pounds of tobacco with a volume of 27 pounds per square foot to 
92 cents when the volume is 120 pounds per square foot. The net returns vary in the 
opposite direction from a low of 10 cents a hundred with 27 pounds sold per square foot 


of space to 69 cents with the largest volume. 


TABLE 24.--Sales per square foot of space, cost, and net return per 100 pounds in a 


warehouse of 75,000 square feet, by given volume of tobacco sales, 1950 


Sales per 
= 
Sales square feet Cost Net return 


Million pounds Cents 

Q---—--—-- -- --- ---- ~~ +--+ LO 
3------—------------------ + ---- 35 
4a———————— 48 
Jae - = - - - — --- —- - 56 
ee ee ~---------------- 61 

war 65 
§------——-——----- -___-___- 67 
9------~~----------_-------___ ---_ 69 


Relation of Volume, Costs, and Returns to Overexpansion 
of Warehouse Space 


The increase in floor space by a firm on one market illustrates the results of over- 
expansion of warehouse space. The firm increased its floor space from 11 percent to 20 
percent of the total. Its selling time was so increased it was able to boost its share of 
the sales on that market from 14 percent to 18 percent. The market as a whole increased 
its volume of sales by 25 percent as a result of increased production for the belt, but 
the firm in question increased its sales by 58 percent. 


The price of the tobacco for the market also was higher in the year the firm ex- 
panded its space, with the result that returns from the warehouse charges for all the 
firms on the market increased by 51 percent. The firm that increased its floor space 
increased its returns from warehouse charges by 92 percent. The additional 41 percent 
increase in the returns is a measure of the benefit to that firm of increasing its selling 
time through added floor space. The additional revenue was in excess of $1 per square 
foot added. 


It is estimated that the costs of the firm that increased its floor space, (firm A in 
table 25) increased by 43 percent and its net returns by 242 percent from $10, 700 to 
$36,000. This cost increase is other than for the additional space. Including the annual 
expense for the additional space the costs increased by 61 percent, and the net would be 
$19, 800, still 186 percent over the net for the previous year. The increase in price and 
in the volume of tobacco sold gave the other firms an increase of 31 percent in their 
gross returns and 132 percent in their net. 


TABLE 25.—-Additional gross and net returns to firms for increasing floor space over 
1949, in handling flue-cured tobacco, 1950 


Firm A Average of other firms 
Item 
Dollars Percent Percent 

Gross return---—----—--—~---——-—------—-----—- 40 ,200 91.8 30.5 
Not allowing for cost of additional space: 

Cost-------------------—-------—--------- 14,300 43.2 14.6 

Net return-----------—----—---—--- ---—---- 25 ,900 242.1 13126 
Allowing for cost of additional space: 

Cost---------------- ----—- ---- ---- ----—-- 20,400 61.6 -- 

Net return-----—--—~--—------—--—--——------ == 19 ,800 186.0 oeo 


The data in table 26 gives the results if the sales had been divided in the same pro- 
portion in the second year as in the first. The increase in returns then would have been 
about the same for firm A as for the average of the other firms. If the selling time were 
based on the volume sold in some past years, the historical base, it would be of no ad- 
vantage for one firm to increase its floor space to secure selling time. What often hap- 
pens, however, is that the other firms increase their floor space in order to maintain 
their share of selling time, and a wave of expansion is begun. Additional firms are also 
attracted to the market to share in the returns. This is what has happened on this mar- 
ket since 1950. 


There has been further expansion through the addition of another warehouse and 
additional floor space in the other warehouses, both of which add to the cost. However, 
the grower is served no better. The firm which added to its floor space on this market 
secured no better returns for the growers than the other warehousemen; the price re- 
ceived was very close to the market average in both years. 
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TABLE 26,—Additional gross and net returns to firms with sales distributed as in 1949, 
in handling flue-cured tobacco, 1950 


Firm A Average of other firms 
Item 
Dollars Percent Dollars Percent 
Gross return----~--—---—--—---—-----—----— 22,200 DOed 26 ,900 50.6 
Not allowing for cost of additional space: 
Cost---=------=—------ ——--- ---—-- - == 6 , 200 18.7 7,400 18.6 
Net return---—---------——---—------—------ 16 ,000 149.5 19,500 146.6 


Allowing for cost of additional space: 
------- 12 ,300 : -- 
Net return---——----------—------——-—------——- 9,900 : -= 


Costest saa ee = 


As indicated above, however, it added to its cost and it reduced the efficiency with 
which it used its floor space. This firm sold 90 pounds of tobacco for each square foot 
of its floor space the first year. This amount was reduced to 73 pounds with the addi- 
tional floor space in spite of the increased volume of sales resulting from the additional 
selling time. The other firms on the market increased their volume from 68 pounds per 
square foot the first year to 81 the second because of the additional volume of tobacco 
that came to the market. The ratio for all firms on the market increased from 71 pounds 
to 80 pounds. 


If the one firm had not increased its floor space, the ratio for the market would have 
increased from 71 pounds to 88 pounds per square foot. This would have more adequately 
utilized the floor space, although it would still have been a lower volume of tobacco for 
the floor space than for many firms and for some whole markets selling flue-cured to- 
bacco. 


The efficiency with which warehouse space is used would vary if there were no ex- 
cess space, There are days when less tobacco comes to market than could be sold in the 
time available. These occur most often near the end of the season when the markets re- 
main open to receive the tobacco that remains to be sold. The volume coming to market 
tapers off near the end of the season. There may also be some days at the beginning of 
the season when the volume ready for market is less than the capacity of the markets. 

It is on days when the volume coming to market is low that the initiative and ability of 
the operators to attract the tobacco coming to the market to their warehouses is most 
important in increasing their share of the business. 


The variation in the efficiency with which warehouse space is used and its effect on 
costs for one market are shown in table 27. It is estimated that this market had 43 per- 
cent more space than needed. This means that the market could sell Aue to its daily 
capacity by using 70 percent of the warehouse space on the market. 


In 1950 this market sold 73 pounds of tobacco for each square foot of floor space. 
If there had been no excess space the amount would have been 105 pounds. The variation 
was from 58 pounds to 90 pounds for the space available. If there had been no excess 
Space it would have varied from 84 pounds to 129 pounds per square foot. 


10 Fred Royster, president of the Bright Belt Warehousemen's Association, esti- 


mated that 60-65 percent of the space for all flue-cured markets would be sufficient to 
"efficiently care for the entire crop" (7). 
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None of the warehouses sold all the baskets that could have been sold in the time 
allotted. If they had sold as many baskets as they could have in the time available and 
each basket had weighed the average for the baskets sold in that type, the amount sold 
per square foot would have been 140 pounds. The several firms sold from 60 to 92 per- 
cent of this maximum amount and the market as a whole sold 75 percent of that amount. 


TABLE 27.--Tobacco sold per square foot and cost of space and equipment in warehouses with 
and without excess space,! selected market, 1950 


Warehouse with excess Warehouse without 
space available excess spacet 
Cost of 


excess 
space 


Item Tobacco sold} Cost per | Tobacco sold | Cost per 


per square |100 lb. of} per square |100 lb. of 
foot tobacco foot tobacco 


Pounds Cents Pounds Cents Cents 
Low-cost firm------——--—~--—-—-— 6 
High-cost firm---———-~- 129 9 
3 


1 With no more space than needed to sell the number of lots in the selling time allotted. 


The charges paid by the growers patronizing this market were sufficient to cover 
the cost of excess space and to encourage the building of additional space since 1950. As 
estimated here, the cost of excess space averaged 7 cents a hundred pounds for the to- 
bacco marketed. The cost of the space available to the firm that utilized its space most 
efficiently was at the rate of 19 cents per hundred pounds for the tobacco sold. Of this 
amount 6 cents covered the cost of the excess space and 13 covered the cost of the rest 
of the space. Eliminating the cost of the excess space the difference in cost between the 
lowest cost and highest cost firm was 7 cents per hundred pounds; while for all space 
available the difference was 10 cents. The difference in the cost of the use of space 
between the 2 firms could be allocated, 3 cents to excess space and 7 cents to the less 
efficient utilization of the space. 


If competition were effective in establishing the charges, the inefficient operators 
would be eliminated to the point that only sufficient firms would be left to handle the 
crop to be marketed without excess use of capital or labor. 


The incentive to utilize capital and labor efficiently under the competitive conditions 
of the flue-cured markets is limited by the fact that the charges are determined by a 
combination of State law and custom. In addition, this incentive is influenced by the 
variation in the costs of operating the warehouses. This is especially true with the 
selling time distributed on the basis of the floor space. 


Relative to selling time the markets of type 12 were most overexpanded, followed by 
the markets selling types 13 and 14. In addition to the space to display the tobacco for 
sale, there must be space to receive it and hold it until it is placed in the sales row and 
hold it after the sale until it is removed by the buyer. The amount of space will vary 
with the local situation. For purposes of this study, space was considered excessive 
only when the space in a market was over three times that required to display the num- 
ber of baskets that could be sold ina day. Even on this liberal basis a third of the space 
available in 1950 was in excess of that needed. IJts distribution by types is shown in 
table 28. The annual cost of this excess at an average annual cost of 17 cents a square 
foot would be about 1 1/2-million dollars. 


See yas 


TABLE 28.--Total and excess space in warehouses for flue-cured tobacco, by types, 19501 


Type 


12----~---------==-- -- -- --- == - = - -- --- - 
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Excess 
Total 
; Percentage 
1,000 1,000 
square feet square feet Percent 
BOD» 20.9 
Zor, LOS? 
8,748 42.2 
6,789 3956 
D162 Fae | 
ZOD: 8,953 Ba ae 


1 On those markets where the space exceeded three times that required to display the 


number of baskets that could be sold in a 


day. 


Overexpansion is not the only reason for the inefficient use of warehouse space. 
Even if there were no excess space, some firms would make better use of their space 
than other firms. This would depend upon the extent to which each made the maximum 
use of its selling time. Table 29 shows for the markets selling each type the increase 
in efficiency and the decrease in the cost per hundred pounds sold without excess space. 
It also shows the increase in efficiency and the decrease in costs if all firms sold the 


amount of the highest fifth of the firms. 


TABLE 29.--Increase in sales per square 


foot of space, decrease in cost per 100 pounds 


by eliminating excess floor space and by increasing efficiency in use of space, 
by types, 1950 


lla-----—------——-——-—-- ---- - —_ +--+ -- se 
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All types———----———-———___~_-~-—__.__.-__- 


32 Assuming the average pounds sold were 


Quantity Cost Quantity Cost 
increase decrease increase decrease 
Pounds Cents 
39 W) 
47 9 
74h eu 
49 22 
AY 18 
16 


raised to the fourth quintile, a fifth of the 


warehouses sold above this amount per square foot of space after eliminating the effect 


of the excess space. 


The amount by which the costs of marketing flue-cured tobacco would have been 
lowered with the increased efficiency shown in table 29 is given in table 30. If the ware- 
housemen used their space as efficiently as the highest fifth of the warehousemen, the 
costs would be reduced by 2 1/4 million dollars. The reduction in excess space would 


account for 1 1/2 million dollars of this. 


The use of the selling time more nearly to the 


maximum would account for the other three-fourths million dollars. 
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TABLE 30.--Savings with no excess space and assumed increase in efficiency,+ 
by types, 1950 


1,000 dollars 1,000 dollars 
IES 220 
Sil 153 
ety 9A1 
514 665 
142 256 


PANTIES re eee 1,581 2,235 


1 Raising the efficiency to the fifth of the firms with the highest. 


Relation of Volume to the Number and Size of Firms 


The high returns to warehouse operators in the postwar years has encouraged not 
only the expansion of warehouse space but the entrance of new firms. With the limita- 
tions to competition in the auction marketing of tobacco discussed above, this has not 
resulted in lowering charges. With the volume of tobacco to be marketed determined by 
the season's production, any increase in the number of firms reduces the average vol- 
ume per firm. 


The average volume handled per firm in 1950 was 3.5 million pounds. Over half the 
firms sold less than 3 million pounds. It was shown that wages and salaries can be re- 
duced substantially by increasing volumes up to 4 or 5 million pounds. In industries 
where the overhead is large the lower costs which can be secured by increasing the vol- 
ume is an important element in bringing about merger of the smaller firms. This does 
not necessarily mean the lessening of competition (5, pp. 119-124). 


The effect of mergers on efficiency and costs can be illustrated by a market which 
in 1950 sold 10.7 million pounds. There were 4 firms operating in the market, selling 
from 1 to 4 million pounds each. The total cost as estimated for all 4 firms was $112, 000. 
If they had operated as 2, with 1 selling 5.4 million pounds and the other 5.3 million 
pounds, the costs would have been reduced to $107,000 or by $5,000, nearly 5 percent. 
This saving could have been added to the net returns of the firms, increasing them by 
10 percent. In many markets there is a demand for the space for storage and other uses 
and if the two smaller warehouses could be sold, the costs as calculated would be re- 
duced by an additional $6,000. The actual savings would depend upon the returns that 
could be secured for the warehouse space in other uses in the market. The details are 
shown in table 31. 


TABLE 31.--Total returns, costs, and net returns on a market selling 10 million pounds as 
sold by 4 firms and by 2 firms, 1950 


Two firms 


Item Four firms Using Using 
4 warehouses |2 warehouses 


Dollars 
162 ,000 
1 101,000 
61,000 


1 Costs assuming the smaller warehouse leased or disposed of for other use. These costs 
include all labor and management costs. 
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Operating at an average volume of 5 million pounds, 70 firms could sell as much as 
the 125 firms on the markets of types lla, 11b, and 12 which sold less than that amount. 
The savings in salaries and wages would total over $100,000. If the charges were low- 
ered to reflect the lower costs, the savings would apply to all the tobacco sold and would 
be over $175, 000. 


Relation of Volume per Market and Set of Buyers to Costs 


The volume handled by a market or set of buyers affects the efficiency of marketing 
flue-cured tobacco as does the volume handled by each warehouse firm. The effect of 
volume on efficiency and costs differs for the several interests involved in marketing. 
These will be considered after some of the factors influencing the volume sold by a mar- 
ket are taken up. 


The volume of tobacco on the markets is even less influenced by the activities of the 
warehouse operators than is that of the individual firm. It is mathematically true that 
the volume sold by the market is the sum of volume sold by the several firms operating 
in the market. However, for the same reasons discussed in connection with the ware- 
house firms, the volume is determined by the production in the area from which the mar- 
ket draws its supply and the several regulations affecting the selling time. 


An important factor affecting the selling time of a market is the number of sets of 
buyers. The addition of a set of buyers in a market which had one set will double the 
selling time available, with the other regulations remaining the same. Again, because 
there are growers anxious to sell where they can find available selling time, a market 
which adds a set of buyers can attract tobacco from neighboring markets. For the same 
reason, should the volume ready for sale on certain days in the market area be larger 
than the amount that can be sold in the time available, the growers will seek space on 
some other market. Therefore, the warehousemen on markets where the volume coming 
to market is close to capacity for a number of days may seek to add a set of buyers. 


Towns without a market also seek to have a market established by securing a set of 
buyers. The efficiency and the volume sold per set of buyers will be reduced unless the 
volume of production is increased, Also the costs will be increased. 


The addition of a set of buyers for a season may benefit the warehousemen in a given 
market by adding to their volume, but will reduce the volume handled by warehousemen 
in the other markets. If the additional set of buyers is added by the establishment ofa 
new market, the total number of firms will be increased and the average volume sold 
per firm will be reduced. 


The effect on the buying companies is to reduce the efficiency of their buying opera- 
tions and to increase their costs. The same is true for the Federal Government which 
provides the inspection service. These will be the cost items used to illustrate the effect 
of the volume sold per set of buyers on marketing costs. 


The buying companies are affected in two ways by the addition of sets of buyers. If 
they are to be represented on the set of buyers they must provide at least an additional 
representative and most likely other labor to assist in handling the purchases. Secondly, 
it may involve the addition of new redrying facilities. This is because with the addition 
of more sets of buyers more tobacco will be sold in the same number of days. If the 
redrier capacity is already adjusted to the smaller volume, it will have to be enlarged 
to prevent the tobacco from deteriorating by being held too long before it is processed. 
The cost of the additional redrier space has not been considered in this study. 


These additional costs mount up rapidly for the smaller tobacco companies. The 
added cost to the larger companies is relatively smaller because of their larger volumes. 
The cost of maintaining a representative and the necessary labor to assist him will vary 
with the salary and wages paid and with the number employed per set of buyers. At least 
one representative will be required with a minimum of assistance, and the cost per 
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hundred pounds of tobacco is influenced more by the volume of tobacco purchased. There 
is a minimum of seven representatives from the buying companies and on some markets 
more than that number. 


The volume purchased per representative will vary from 300,000 to 3 million 
pounds. How the cost of buying decreases with the increase in volume is shown in figure 
1. These costs cover the purchase of the tobacco and the sheeting and preparing of it for 
hauling from the warehouses. These data show the costs decreasing from $1.25 to 20 
cents a hundred with the quantity purchased increasing from 300,000 to 2 million pounds 
per buyer. This is estimated for a season of approximately 4 months with sales for 60 
days on a market, 


The Federal Government must assign at least two inspectors per set of buyers no 
matter how small a volume of tobacco is sold on the market. Additional inspectors are 
assigned to some markets as trainees or substitutes for the other inspectors, who may 
not be able to work for a period. The inspectors are hired for 8 months each year. The 
markets are open for varying lengths of time from 20 days to over 50 days. The inspec- 
tors are shifted from one market to another to give each as full a schedule as possible. 
The detailed analysis has been limited to the markets selling types lla, 1lb, and 12 
where the length of selling season is about the same. There were a total of 223 inspec- 
tors in the 47 markets with 77 sets of buyers in 1951. 
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Figure 1 


The average volume of tobacco graded per inspector was 4,600,000 pounds. The 
range was from 1, 237,000 pounds to 7, 556,000 pounds. The amount on the second mar- 
ket was six times that on the first. The effect of the volume on the efficiency of the in- 
spectors is shown in figure 2. The upper line shows the volume that the inspectors 
would average if there were two inspectors for each set of buyers and the varying vol- 
umes sold per set of buyers. The lower line shows the pounds per inspector if there 
were three per set of buyers. The dots show the pounds graded per inspector with the 
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varying number of inspectors on the markets because of the trainees and substitutes. In 
markets with more than 1 set of buyers the inspectors can be shifted between the sets or 
1 set may have more than another. This accounts for the fractional number on some 
markets and for the dots lying between the two lines and below the lower line. On 7 
markets there were more than 3 inspectors and trainees assigned to them. 


The cost of inspection with 2 inspectors per set of buyers averages $3,500 for the 
season and with 3 inspectors the average is $4,900. Figure 3 shows how the cost per 
hundred pounds of tobacco inspected is influenced by the volume sold per set of buyers. 
The heavy line shows the cost per hundred pounds for given volumes per set of buyers 
with the average number of inspectors and average salaries. The dots show the actual 
cost per hundred pounds inspected on each market. The variation from the line is due 
to the varying numbers and the difference in salaries on the several markets, 


The cost per hundred pounds declines rapidly from the smaller markets to the 
medium-sized markets, then more slowly. The average cost of inspection per 100 pounds 
for the markets of these 3 belts was 3.6 cents a 100 pounds. With the average number of 
inspectors per set of buyers and the average salaries there would have to be 14 million 
pounds of tobacco sold per set of buyers to bring the cost down to the average. There 
were 28 markets with costs above the average and 19 at the average or below. The latter 
sold the larger volume of tobacco, bringing down the average. 


The average volume sold per set of buyers in 1951 was 13 million pounds. If the 
average had been increased to 16 million pounds, the same quantity could have been sold 
by 64 sets of buyers instead of 77. This would have resulted in a saving of over $200, 000 
to the buying companies and one of over $45,000 to the Federal government for tobacco 
inspectors. 
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Figure 3 


Relation of Resales to the Margin at Auction Markets 


Most of the flue-cured tobacco is offered by the growers and purchased by manu- 
facturers and tobacco dealers who do some processing. From a fifth to a sixth of the 
tobacco delivered by the growers does not follow this short, direct route. This consists 
of the tobacco placed under the price support loan program and the resales on the auc- 
tion market. The loan program for flue-cured tobacco is operated by a cooperative, the 
Flue-Cured Stabilization Corporation. The actual handling of the tobacco from the ware- 
house floor through the redrier and into storage is done by one of the tobacco dealers 
under contract with the cooperative. The latter sells the redried tobacco packed in hogs- 
heads by private sale to the manufacturers and dealers. The tobacco then enters the 
marketing channel in the same way as other processed leaf does. 


The tobacco which later becomes the resales is purchased by the warehousemen or 
by pinhookers. These buyers do not have the tobacco redried and packed in hogsheads 
but sell it again in the loose-leaf form on the auction floor, either the same one on which 
it was purchased or another, thus, the term resales. This tobacco is usually resold 
within a few days after the original purchase, It is finally purchased by a manufacturer 
or tobacco dealer and becomes a part of the flow of tobacco through the marketing chan- 
nel to the consumer. 


The trading profit or margin received by the pinhookers and warehousemen on their 
resales is a part of the gross margin taken at the auction market. It accounts for a part 
of the difference between the returns which the grower receives for the tobacco he sells 
and the payment made by the tobacco companies for the tobacco they purchase and proc- 
ess. It is reasonable to expect, and the activity of several State departments of agricul- 
ture has demonstrated, that growers can secure some of the margin that goes to the 
warehousemen and pinhookers by better sorting and preparing their tobacco for market 
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and by judicious rejection of low bids. Any reduction of the resales would reduce the 
margin taken at the auction warehouses. 


The grower benefits by the activities of the warehousemen and pinhookers in their 
purchase and resales of the tobacco unless there is favoritism in these transactions. 
Favoritism would exist if the auctioneer should accept the bid of either when a higher 
bid could be secured for the lot. Likewise, it would exist on the part of a buyer if he 
made a higher bid for a lot being sold by a warehouseman or pinhooker than he would to 
the grower under the same competitive conditions. The speed with which the sales are 
made and the signs and jargon of the selling make it difficult for the grower or any 
casual observer to recognize instances of favoritism. 


Excluding such favoritism, if it exists, there are conditions associated with the 
auction marketing of tobacco which account for lots of tobacco being sold at prices which 
offer an opportunity to resell them ata profit. The wide variation in the quality of many 
lots, the different standards of tobacco quality of the several buyers, the variation in 
the light, the speed of the sales, the relatively few final buyers, the varying ability of 
the warehousemen and auctioneer, and other variations among warehouses and through 
time will result in a wide variation in the prices paid for tobacco of relatively the same 
quality.11 This appears to be a risk which the tobacco grower is subject to in selling his 
tobacco at auction. 


The grower has the privilege of rejecting a low bid and offering the tobacco for sale 
again if he believes he would gain by doing it. In this way he might secure for himself 
the profit that would go to the warehouseman or pinhooker. There are several things 
which make the grower hesitant to take advantage of this privilege. The average grower 
is not well enough acquainted with the quality of tobacco and the prices being paid for 
those qualities to enable him to recognize when it would be to his advantage to reject, 
and reoffer the lot. The warehousemen and pinhookers, however, are probably better 
able to make such a judgment. They are on the market for most of the time and can 
specialize in acquiring a knowledge of the market to enable them to profit by buying and 
reselling lots which appear to them underpriced. 


Another important consideration to the grower is that he will have to wait until the 
next sale before he can again offer the tobacco for sale. This is likely to mean that he 
will wait a day or more before the tobacco is sold. He runs the risk of deterioration of 
the condition of the tobacco; it may become too dry and shatter or too moist and spoil. 
He also risks a drop in the market price; most growers are especially concerned over 
this as the season advances. Warehousemen do not encourage rejections, as they are 
compensated only when a sale is completed. By rejecting the bid the grower reduces the 
volume of tobacco which the warehouseman sells and thus the returns which he will re- 
ceive for operating the warehouse. 


This conflict of interest between the grower and warehouseman does not exist when 
a pinhooker buys the tobacco. The warehouseman receives payment of the warehouse 
charges on the original sale and on the resale if made in his warehouse. Likewise, if 
the warehouseman purchases a lot, he gains by the spread, if any, in reselling it. 


The proportion of the crop resold on the auction floor does not vary much from sea- 
son to season. It was somewhat lower in 1951 than for other years. See table 32. 


A larger proportion of type 13 was resold in the years 1951 and 1952, shown in table 
33, than of the other types, followed by type 1llb. A negligible part of the tobacco bought 
by the manufacturers and the dealers, which they do not wish to process, is included in 
these resales. A small portion of the tobacco which is resold by the warehousemen con- 
sists of baskets which have been rejected for some reason by the tobacco company which 
originally purchased it, The warehouseman picks up such a basket, as he has already 


11 The Kentucky Agricultural Experiment Station has made a study of such variation 
on burley markets (4, p. 3). 
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TABLE 32 --Gross sales and resales of flue-cured tobacco at auction markets, 1949-52 


Resales as 
Year Sales Resales percentage 
of sales 


1,000 1,000 

pounds pounds Percent 

SL ppl ES ee Pe) ililey aa ay 9.6 

1,224 ,374 Tg 269 9.7 

1378-202 PAH OO. 953 

1,574,528 iS 2st 8.4 
9.8 


1,505 ,590 147,955 


TABLE 33.--Gross sales and resales of flue-cured tobacco by types, 1951 and 1952 


ODI: 1952 


Type Resales as Resales as 

Sales Resales percentage Sales Resales percentage 

of sales of sales 

1,000 1,000 1,000 1,000 
pounds pounds Percent pounds pounds Percent 

lla-------------- 312 ,174 esi niiele) B27 5150 PALAIS 8.4 
11b-------—------ 186 ,420 155639 eee 18 ,452 10.4 
12--------------- 527,114 40 ,307 488 ,280 46 ,009 9.4 
13------------—-- 356 , 949 35 ,168 Boe Rio> BO,ou2 LAO 
14-------------—- LOL Siva 16,010 1795683 16,290 Seek 
All types--~--- 1,574,528 132,914 i, DOD), 90 147,955 9.8 


paid the grower for it, and resells it to recover as much as he can of what he has in- 
vested in it. 


Another small portion of the resales is leaves of tobacco picked up from the floor 
after being knocked off the original basket. The larger portion of the warehousemen's 
sales is the resales of their ''leaf accounts, '' separate accounts kept by the warehouse- 
men covering their purchase and sales of leaf tobacco. The profit or loss in this account 
becomes a part of the profit or loss from the whole operation of the warehouse. For the 
proportion of these various sales on the warehouse floor, see table 34, which gives a 
breakdown for the years 1950 and 1951. 


The pinhooker is after a quick turnover at the same or another warehouse. The 
warehouseman, on the other hand, has two motives for carrying on such transactions. 
He is interested in having good prices paid for the tobacco sold on his floor. This noc 
only gives him a high commission but also attracts growers to his house. In order to 
encourage growers who may have a large volume to sell or who may influence other 
farmers to bring tobacco to his warehouse, he may assure them that they will obtain at 
least as good prices as can be obtained from his competitors. 


In fulfilling this assurance he may bid on some lots to stimulate the bidding and to 


increase the prices paid. In the course of these activities some of the lots may be sold 
to the "house." Besides stimulating higher prices the warehouseman is interested in 
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TABLE 34.--Sales and deliveries of flue-cured tobacco, 1950 and 1951 


1950 LOSa 


Item Percentage Percentage 
distribution | S®ttty | aistripution 
Gross sales: 1,000 
Producers: pounds Percent Percent 
Deliveries to tobacco companies 16S, 992 Bea, 
Placed under loan---------———--- 77,036 268) 
LOSS------~=--—-------—---——---- 4,074 4 
Total ----—---——------------ -- T5250 5/02 1,441 ,613 91.6 
Resales: 
Pickups----------—-------------- 2,724 37513 229 
Leaf account------------—----—- 133530 TO 37 DO. 


Pinhookerg ts aos Sees 51,241 53,965 


Total- eae nn = = -- 27 Ol a8) S205 8.4 
Total gross sales--------—--——- T,378),202 100.0 1,574,528 100.0 


making a profit, or at least in minimizing the losses, on his leaf account. In order to do 
this he may bid on lots on which the bids are low and which he thinks can be resold ata 
profit. It is difficult to distinguish between the two types of bidding by the warehousemen. 


Table 35 shows the results of transactions on a day when one of the warehousemen's 
two motives predominated, and on another day when the other predominated. The first 
day the average price of all sales was $50 per hundred pounds, the average price of the 
baskets purchased by the warehousemen was $42 a hundred, while the average price the 
other buyers paid for the same grades was $49, or $7 more. Since the average price of 
all the purchases of the grades which the warehousemen purchased was close to the 
average of all sales for the day, the purchases of the warehousemen were fairly repre- 
sentative of all sales that day. This and the fact the warehousemen paid $7 less than the 
other purchasers for the same grades indicate that they were buying baskets of any grade 
on which the bid was low for the grade and whith would offer them an opportunity to make 
a profit. 


TABLE 35.--Percentage of lots purchased and price per 100 pounds paid by warehousemen 
and by other buyers for type 12 tobacco, 2 days, 1948 


Item First day Second day 


Percent Percent 
Percentage purchased by warehousemen--——--—-—----—--—---—--—-—-—---—— So) Tf BD) 
Dollars Dollars 
Price paid by-—- 
Warehousemen----------—--------- -- - ---- —-- - - - = - -- - ----- 41.78 39.69 
Other buyers----=-----—-—---~--------— --~——-------------—- ——— 38.16 
Difference-—--—----—~--—-—--~---——--~~———~------------------- 
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Average of all sales--~------—------—-------—-----------—---- ree WEDS 
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The second day the average price of all sales was $44, 6 dollars less than on the 
first day. The average price paid by the warehousemen for the grades they purchased 
was $40 while the price paid by other buyers for the same grades was $38. These prices 
paid by the warehousemen and the other purchasers for the same grades indicate that the 
warehousemen were concentrating their purchases in the grades selling below the aver- 
age. The market price had been declining for several weeks prior to the sales of the 
second day shown in the table. Prices of the higher grades are much more stable on 
flue-cured markets than prices of the lower grades. 


Examples of the difference are the prices for C4L and B5R for this period. The 
week in which the first day occurred C4L sold for an average price of $65; the week in 
which the second day occurred it sold for the same price. In contrast, the week including 
the first day B5R sold for $35, and for the week including the second day it sold for $29, 
a drop of $6, the same decline as the average for all sales for the 2 days. The ware- 
housemen bought a substantial number of baskets of C4L on the first day but none on the 
second. In contrast they purchased none of grade B5R on the first day but a considerable 
number of baskets of that grade the second day. There was no need of supporting the 
price of C4L the second day, but, for grades like B5R which had dropped in price, the 
warehousemen were attempting to encourage higher prices. The result was that for the 
grades they purchased on the second day they paid $1.50 a hundred more than the other 
purchasers paid for the same grades. 


The opportunity for a profit the first day can be shown by their purchases of such 
grades as X5F and P4L. Their purchases of the first grade were at an average of $31. 46, 
compared to an average of $38. 84 by the other buyers; for the second grade they paid 
$38.96, and the other buyers paid $44, 82. There were no purchases of either of these 
grades on the second day. 


The pinhooker does not purchase quite as much tobacco as the warehousemen and 
concentrates his purchases more. Half of his purchases are made in about a half dozen 
grades. On the first day analyzed, the pinhookers purchased 2 1/2 percent of the total 
purchases, or 4.7 percent of the grades in which they bought. Half of the purchases 
were in the following six grades, in the order given: P5F, NIL, P4F, C5F, BOF, and 
X4L. The second day they purchased about 2 percent of all tobacco sold, or 2.7 percent 
of the grades purchased. Over 50 percent was purchased in the grades B5R, B5F, BOF, 
B6R, and B5GF, a medium-to low-quality group of grades. Table 36 shows the propor- 
tion of the tobacco purchased by these smali dealers, the prices they paid for the major 
portion of their purchases, and the prices paid by other buyers for the same grades. 


TABLE 36.--Percentage of lots purchased and prices per 100 pounds paid by 
pinhcokers and by others, type 12, 2 days, 1948 


Ttem | First day Second day 


Percent Percent 
Percentage purchased by PinmhoOke@ 1 Same meen rece ecenre OS) | Le9 
Price paid by— Dollars | Dollars 
| sath} 00, 0) 29 > ee en 27493 30,01 
= 36.16 34.13 
Siae> 412 
Average of all sales 49.72 44625 


The pinhookers buy baskets they believe to be underpriced. Some of these are 
underpriced because the farmers fail to sort in the way that will bring the best price. 
These small dealers often buy such baskets, take out the poorer tobacco and resell it as 
a higher priced grade of tobacco. The warehousemen also do the same with some of their 
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purchases, Table 37 shows the prices paid by the pinhookers and by other buyers for the 
grades in which more than half the purchases of the pinhookers were made each day. 


TABLE 377.--Price per 100 pounds paid by pinhookers and by other buyers for 
type 12 tobacco, by grades, 2 days, 1948 


First day Second day 
Grade Grade 
; Other : : 


Dollars Dollars Dollars 


Niessen 29.42 160/ye 
P5F------- 22.79 @) 
C5paseae= 27.48 - .89 
B6F------- 28.42 -3.57 
PZwelese Bo 24 -5.77 
X4L------- 


It will be noted that on the first day the pinhookers paid more for their purchases of 
the grade NIL than did the other buyers and likewise on the second day for the pur- 
chases of B5GF. The range in the prices paid for these grades is usually wide because 
of the wide variation in the quality of the tobacco in different lots on which these grades 
are placed. Many of the lots given these grades offer the pinhooker the opportunity to 
re-sort and resell some of the tobacco at a higher grade. With some lots, taking out some 
of the poorer leaves might raise the quality of the remaining tobacco from the low side of 
the grade to the average or high side, thus upping the value of the whole. 


The pinhookers discard a considerable quantity of the poorer tobacco in re-sorting 
and picking over the lots they purchase. The amount sold by them was 3 percent less 
than the amount purchased in 1950. In 1951 the sales were 6 percent less than the pur- 
chases. This compares with the loss of the warehousemen on their resales of about l 
percent, The grades purchased on the second day were some of those in which the decline 
from the first day was largest. The pinhookers may have purchased those grades with the 
hope that they could resell them on another day at a profit. 


The warehouses where the pinhookers operated were classified in three groups: (1) 
Warehouses where the pinhookers sold much more than they purchased, (2) those where 
the pinhookers purchases and sales were about balanced, and (3) those where they bought 
much more than they sold. ?2 In the first group the pinhookers made 25 percent of their 
purchases and 53 percent of their sales. In the third group the corresponding figures 
were 50 and 19, respectively. The middle group accounted for 25 percent of purchases 
and 28 percent of sales. This shows 31 percent of their transactions, at a minimum, 
must have consisted of purchase of tobacco at one warehouse and its sale at another 
(table 38). 


Transactions on the warehousemen's leaf accounts for the season as a whole may 
result in either trading profits or trading losses. A number of warehousemen had net 
losses on their leaf accounts in 1950. The trading losses for such firms were sufficient 
in that year to wipe out the trading profits of the other firms. Asa result there was a 
net loss of $568, 000 on the leaf accounts for all firms operating warehouses selling flue- 
cured tobacco in that year. The firms operating on the markets of the Eastern Carolina 


12 In (1) purchases of each the specified pinhookers were less than 91 percent of 


their sales (averaging 47 percent), and in (3) purchases of each were more than 109 per- 
cent of sales (averaging 263 percent). 
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TABLE 38.--Pinhookers' purchases and sales, distributed by the relationship 
of purchases to sales in the same market, North Carolina, 1948 


Distribution of transactions 


Percent Percent 
Excess of sales----------------------------------------- 25 53 
Balanced trading-----------------—----------------------- 25 28 
Excess of purchases 50 19 


Warehouse group 


Total----------------- --- --- - = = = = = - 5 = -- -- - == 100 


Belt selling type 12 had the largest net trading losses. The firms operating in Florida 
and Georgia also had net losses as a group, while the profits of the firms with net profits 
in the Middle Belt selling type 11b were barely enough to offset the losses of the other 
firms in the Belt. 


The trading profit of the firms with profits were large enough in 1951 to offset the 
losses for any with losses and leave a net trading profit of $1, 732,000 for all firms. 
There are some costs in these transactions and these costs have not been separated from 
the other costs of operating the auction warehouses in this study. The margin or trading 
profit from the leaf account is an addition to the net returns of the firm obtained from 
warehouse charges. 


Table 39 shows the purchases, sales, and margin of the warehousemen on their leaf 
accounts for the years 1950 and 1951. 


TABLE 39.--Purchases, sales, and spread on warehousemen's leaf accounts, 
Dy sbypes G50 sand “95 


Quantity Value 
Type 

1,000 

dollars 
139 
8 
123807 
491 
1 A399 
t=) 568 

1951 

Tiles ee ee S\52 
Thee stp a ll a 143 
ee ee eres 2 AE eT 514 
ee ee Sylsl 
(poo Se 212 


1 Net loss for the group. 
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The pinhookers showed a gain in their sales both years. This is shown in table 40. 


TABLE 40.--Pinhookers' purchases, sales, and spread, flue-cured tobacco. by type, 
1950 and 1951 


Quantity Value 
Type 


1, 000 f 1,000 

dollars dollars 
11a—-------===--=-----=--= ? ; fe, 160, : 687 
l1b------------=----=---- ; : 2Pe al ; 347 
12-------------------—--- 5 ; Bos} ‘ 873 
13---=----- ’ 6 4,931 ; 892 
14-{------- == == = == = ’ ; Popo ; SAT 
a ss 

1951 

11 a------=--=----- = == - === 8324 
ll b------—--------------= 394 
| 2-- nn en ee 903 
| 3----- == 9-2 ee == == 947 
[4 nna an nn n= 441 


Total ------=-=--====== ils 832 33), 6) US) AO 7, 223 556 SS) 


There are several points which stand out in a comparison of the transactions of the 
pinhookers and the warehousemen in the purchase and resale of tobacco on the auction 
floor. One is that the price paid by the warehousemen is considerably higher than the 
prices paid by the pinhooker. In 1950 the average price paid by warehousemen for their 
purchases was $51.81, by the pinhookers $37.95. In 1951 the warehousemen paid an 
average of $46.13 and the pinhookers $32.92. The average price received by the growers 
was $55.05 in 1950 and $52.67 in 1951. The margins taken by the pinhookers are larger 
than those of the warehousemen. 


The warehousemen have two objectives in entering into these transactions. One is to 
make a profit orto minimize lesses. The otheris to secure favorable prices forthe tobacco 
soid on their floors, particularly for growers who have been induced to sell in their ware- 
houses, by assurance of as favorable prices as in competing warehouses. The latter ac- 
counts in part for the higher prices and lower margins. The pinhockers discard a larger 
portion of the poorer leaves in reworking" a basket of tobacco than do the warehousemen. 
This is shown by a comparison of the loss in weight of the resales compared with the pur- 
chases for each group given in tables 39 and 40. The pinhookers sold 3 percent and 7 per- 
cent less than they purchased in 1950 and 1951, respectively. The sales of the warehouse- 
men, on the other hand, weighed only 1 percent less than their purchases in those 2 years. 


The total of the spread obtained by warehousemen and pinhockers in resales was 
$2,778,000, or 11 percent of the total margin at the auction markets in 1950, and $5,251, 
000, or 18 percent of the total in 1951. The difference in the 2 years was largely the re- 
sult of the losses of some of the warehousemen on their leaf accounts. If the grower by 
better sorting and preparation of his tobacco for sale and by judicious rejection of low 
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bids could secure a part of the spread on resales, it would reduce the margin taken at 
the auction market and increase his returns. 


Relation of Pickups and Floor Sweepings to 
the Margin at Auction Markets 


Hands of tobacco and individual leaves fall, or are knocked, off the baskets as they 
are handled on the warehouse floor and as persons walk between the rows of baskets. 
Some of this tobacco is replaced on the baskets, but some remains on the floor until it 
is cleaned after the sale and removal of the baskets from the warehouse. The leaves 
which are fairly sound are recovered, and if loose, tied into hands. The hands are then 
_ placed on baskets for sale. The tobacco picked up in this manner is called pickups. 


Some of the leaves are severely damaged by being tramped on during the sale, some 
even reduced to small particles. Such tobacco is recovered by sweeping it up and is 
called floor sweepings. The pickups and floor sweepings recovered in this manner are 
considered the property of the warehousemen. These are sold either in the regular auc- 
tion sale or by private sale to the tobacco companies. 


The warehouseman pays the grower for the tobacco as weighed when delivered by 
the grower. The buyer, on the other hand, does not receive the full amount of tobacco 
as indicated on the basket ticket. Although the tobacco is not reweighed as it is delivered 
to the buyer at the warehouse, it is checked by the buyer at his plant. There he may find 
discrepancies between the weight as recorded on the basket ticket and as rechecked at 
his plant. Part of these discrepancies arise from tobacco falling from the basket, by 
hands being replaced on the wrong basket, and by change in weight of the tobacco, which 
gives off or takes on moisture from the air. 


To reduce the necessity for adjusting the amount of the purchases by minor changes 
in weight, a tolerance is generally allowed. If the weight on reweighing at the plant is 
less than the weight on the ticket by more than the allowance, a deduction is made. How- 
ever, if the weight on reweighing is greater than the recorded weight by more than the 
tolerance, an addition is made. The effect of allowing a tolerance is that the buyers pay 
for the tobacco twice--once when they pay for tobacco lost within the tolerance, and 
again when they buy pickups and floor sweepings coming from the baskets where the loss 
is within the tolerance. 


It is inevitable that some loss will occur in the handling of tobacco on the auction 
floor. It is when this loss becomes excessive that it adds unduly to the marketing cost. 
In 1951, the amount of tobacco recovered and sold by the warehousemen as pickups and 
floor sweepings was equal to 3.58 pounds for each thousand pounds of gross sales. Of 
this amount 2.43 pounds per thousand was pickups, and 1.15 pounds was floor sweepings. 
Table 41 shows the volume of tobacco handled by types and the amount of pickups and 
floor sweepings combined. 


The outstanding fact shown by this table is the large volume of pickups and floor 
sweepings sold on the type 14 markets in Georgia and Florida. The loss of more than 
1 percent, or 11.26 pounds for every 1,000 pounds sold for type 14, compares with less 
than a third of a percent, or less than 3 pounds per thousand, on the markets selling the 
other types. The difference is in part accounted for by the way in which the tobacco is 
prepared for market in Georgia and Florida. The tobacco sold on those markets is not 
tied in hands when prepared for market and the loose leaves are more easily displaced 
from the basket. 


The volume of such sales also varies greatly between warehouses of the same type 
and on the same market. Table 42 shows the range in the volume of pickups and floor 
sweepings for each thousand pounds of sales by markets, and by individual warehouses 
within each type. It also shows the range on the market where the range between the 
warehouses is greatest. 
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TABLE 41.--Gross sales and pickups and floor sweepings by type, 1951 


Pickups and floor sweepings 


type Bone ae 128 Per 1,000 pounds 
Total 
of gross sales 


TABLE 42.--Range in the volume of pickups and floor sweepings by markets, by warehouses 
and within the market with the widest range, by type, 1951 


Range in volume per 1,000 pounds of gross sales 


Type ° e a 
widest range 


Pounds Pounds 
1l1la—---—-=-—- - - - - = + = = Jn 45 Digeee ie7, 
11) ----+--- = == ea = 1.- 5 2-9 
1 Qo wn a = Pate, 3 - 14 
13---=-=- -- = = oe 1-6 1-9 
14--—--~-~-—-—~~--— ——— — ---—- -- -- ~~ = 6) =. 17 LOG—w2Z 


The range by markets is less than by warehouses for the type, as a high warehouse 
is averaged with a lower warehouse. However, the range within the market with the 
widest range shows that there is a wide variation within some of the markets. The quan- 
tity of pickups and floor sweepings at a warehouse depends largely on the care with 
which the tobacco is handled. Adequate space between the rows and within the rows will 
help reduce the volume of pickups and floor sweepings (18). 


A large number of warehousemen hold the quantity of pickups and floor sweepings to 
a low proportion of the volume of tobacco handled. However, a number of others have a 
volume of such sales much higher than it need be if more care were exercised in the 
handling of the tobacco. Table 43 shows the number of firms grouped by the pounds of 
pickups and floor sweepings per thousand pounds of tobacco handled in their warehouses. 
The warehouses selling types lia, llb, 12, and 13 have been placed in one group and 
those selling type 14 in another. 


In 1951 the tobacco companies purchased in excess of 5,600,000 pounds of flue- 
cured tobacco which had been on the baskets which they had previously purchased, and 
which had been charged to them. This amount is well within the tolerance allowed on 
the weight of the tobacco and is relatively a small proportion of total sales. However, 
the total is substantial. If valued at the price paid for the baskets of tobacco from which 
the tobacco came, it was worth a total of $2, 869,000. (See table 44. ) 
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TABLE 43.--Number of firms selling pickups and floor sweepings of flue-cured tobacco by 
stated range per 1,000 pounds of gross sales and type, 1951 


Types lla - 13 Type 14 
mee = 
Pounds 

Up to EE Saye ad ees ae 

yaad i AO EP AS CEE Se OY AT a SN aD ETSY ee CaS ST 

2el — 3,0-—-——-——-—————— ~~ —- = 

3.1 - 4.0----—-------—----—--—_-- TAI Ie AG ee ee 

4.1 and over---------—=-—-—.._.-_- 18.1 and over 

Total -—--—----——..- ~~. ———- ~~... ——— 263 


TABLE 44.-~Quantity of pickups and floor sweepings at producers! price 
per 100 pounds and estimated value, by type, 1951 


1,000 pounds Dollars 1,000 dollars 
1 ag a ee ler ee LEE 512 50.85 260 
OL MRL UR Gia B25 54.27 235 
(EE ES eee ee ee 1,399 55.60 778 
aR Gaia aL 1,034, 52.39 542 
CS Se re ~ 2,160 46 46 1,004 


a Lev aie | 5,630 fe eng | 2,869 


This total cannot be taken as the loss to the companies through the careless handling 
of the tobacco on the warehouse floor. If rates of 1 pound in 1,000 pounds sold in types 
11 to 13 and 6 pounds in 1, 000 pounds in type 14 were taken as a desirable goal, the goal 
was reached in 1 market out of 5 in types 11 to 13 and in 1 out of 7 in type 14. Reaching 
this goal in all markets would greatly reduce losses. (see table 45.) The difference 
in the value of the quantities represented in tables 44 and 45 can be taken as a measure 
of the excess losses to the buying companies from careless handling. These amount to 


$1, 594, 000. 


The buying companies must consider the loss of tobacco from the baskets they pur- 
chase as a part of their costs to be covered by the margin between the price they pay the 
grower and the price they receive for their product. If the companies' losses from this 
source were less, the margin they would need to cover their costs would be less, and 
conceivably the difference could go to the grower as an increase in price. Thus, the 
grower is indirectly affected, since the buyer must allow for this cost in the price he 
pays the grower. 


The loss of the buying companies is in contrast to the gains of the warehousemen on 
these transactions. The gross income of warehousemen selling flue-cured tobacco in 
1951 was increased by $1,578,000 from the sales of pickups and floor sweepings. This 
accounted for 5 percent of their gross income. The proportion of the income from such 
sales varied from Z percent for the warehouse firms selling type lla to 17 percent for 
those selling type 14 in Georgia and Florida. The averages by types conceal much wider 
variations between firms. 


| Lew 


TABLE 45.--Quantity and estimated value of pickups and floor sweepings if reduced to 1 
pound per thousand gross sales by types lla-13 and 6 pounds per thousand for type 14 


= =n = 


1,000 
dollars 
159 
101 
293 
187 
535 


| Qaan a wa nn nn a oe 5 er eee 


| 5 coe cee en SS a SS SS SS CN SS SSD SN a SS SSD SE  SS-aS Y ca 
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1,275 


Some of the firms receive a substantial portion of their income from such sales. Of 
the 263 firms selling types lla, 1lb, 12, and 13, 26, or a tenth, sold a sixth of the pick- 
ups and floor sweepings. Such sales increased their income by more than 10 percent and 
were equal to 1l percent of their income from warehouse charges. 


Even greater relative returns were secured from this source by 8 firms selling type 
14. These firms sold 24 percent, or almost one-fourth of the total pickups and floor 
sweepings sold by all 60 firms operating on type 14 markets. The 8 firms added more 
than a third to their income from this source, and such sales were equal to 42 percent 
of their income from warehouse charges. The share of these warehouse operators’ in- 
come from this source seems abnormally large compared to the share they receive from 
the normal operation of their warehouses as warehouse charges on the sale of the 
growers' tobacco. 


Careful handling of the tobacco would eliminate this loss. It is a matter for the 
individual warehouse operator to correct. Growers and buyers could encourage the bet- 
ter warehousemen by giving their patronage to them in preference to the small number 
who have excessive sales of pickups and floor sweepings. The State departments of agri- 
culture could also assist by publicizing such sales. These departments are required by 
law in the States in which flue-cured tobacco is marketed to collect and make public 
information on the operation of tobacco auction warehouses. 


Joint Action to Increase Efficiency 


This study has not shown any outstanding deficiency in the marketing of flue-cured 
tobacco. It has shown that there are more facilities than required to market the volume 
of flue-cured tobacco now being produced. The overexpansion of warehouse space is the 
most serious cause of inefficient use of resources. There is from a third to a half more 
space than needed. Savings of 2 1/4 million dollars appear possible by more efficient 
utilization of the space and the disposal by the firms of the excess space. Of these possi- 
ble savings, 1 1/2 million dollars could be attained by correcting the excess warehouse 
space and the remainder by more efficient use of space. Although the volume of tobacco 
varies from one season to another and during each season, this reduction would leave 
ample space for the efficient handling of the largest volumes which would come to mar- 
ket. 


Fewer firms and fewer sets of buyers would increase efficiency and lower costs. lf 
some of the smaller warehouse firms combined their operations, a saving of over $175, - 
000 in wages and salaries would appear possible. Rather than reducing competition, the 
consolidation of the smaller firms would, by bringing this cost in line with that of the 
other firms, make it possible for the small firms to compete more actively for a larger 
share of the tobacco coming to market. The reduction in the number of sets of buyers 
would save the buying companies over $200,000 by reducing the number of representatives 
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required to buy the same volume of tobacco. The taxpayers would save over $45, 000 by 
having fewer Federal inspactors to grade the same volume of tobacco if fewer sets of 
buyers were used. 


The number of sets of buyers could be reduced by having one less set of buyers in 
markets with multiple sets, by having one set serve two markets, or by discontinuing a 
set on a market where the growers can be served as well on another market. With good 
roads and trucks most growers are within.a fraction of an hour of more than one market. 
There is often little difference in the cost or convenience to the grower in patronizing one 
market rather than another. Therefore, the reduction in the sets of buyers would cause 
little, if any, inconvenience to growers. The smaller tobacco companies find it too costly 
to have a representative on many markets. With fewer sets of buyers, the smaller com- 
panies would have an opportunity to bid on a larger proportion of the tobacco, thus in- 
creasing competition. The representatives of the companies are highly trained expert 
tobacco men with years of experience in judging the quality of tobacco; yct the ability of 
the individual representatives to judge accurately the value of the different qualities of 
tobacco on the warehouse floor varies. With fewer sets of buyers the companies »oyld 
need only their better tobacco men on the markets. These men, because of their bettc- 
judgment, would be able to make their bids more nearly in line with the quality of the 
tobacco on each basket and less according to the average prices at which the tobacco had 
been selling. This would be the important advantage to the grower. 


Savings of 1 1/2 million dollars or more in the margin taken at the auction market 
appear possible by a reduction of resales, by better sorting and preparation, and by 
judicious rejection of low bids on the part of the growers. More careful handling, re- 
sulting in a smaller volume of pickups, also should reduce the cost of the tobacco re- 
ceived by the tobacco companies another 1 1/2 million dollars. The total of these items 
is $5, 600, 000. 


It might appear that any action to correct the situation would be ineffective, because 
the excess of warehouse space and other facilities already exists. However, it is desira- 
ble to prevent further expansion; also theré are other uses in many markets for the re- 
sources now being utilized at less than capacity, such as the warehouse space. 


The marketing problems of the flue-cured auction markets are not simple and will 
not be easily solved. They are interrelated and affect the growers, warehousemen, and 
buying companies. Nor are they limited to any one belt but rather are region wide. More 
education is needed to bring about a better understanding by all interested parties of the 
functions of the auction system, of the way it operates, and the problems which hinder 
its efficient and orderly operation. 


This study has shown that the rules for distributing selling time and other rules 
limiting the sales have led to increases in facilities. One suggestion for action might be 
to abolish the rules and permit the warehouse firms to compete more freely. It is un- 
likely that the warehouse firms would compete by lowering their charges as this might 
lead to a "price war'' with the possibility of operating ata loss. 


The rules have been adopted to provide orderly operation of the markets, individu- 
ally, and of different groups of markets as units. If each firm could operate without 
regard to the other firms and could sell at any time it had tobacco on its floor, each 
buying company would have to have a representative at each warehouse or not be repre- 
sented at the sale. The latter would lessen competition for the tobacco. Some method of 
Organizing and conducting the sales is necessary to promote orderly and efficient mar- 
keting of the tobacco and competition among the buyers. The volume is determined by 
the amount produced, particularly within the area of each market. 


Cooperation of all the parties is needed if the system is to operate efficiently. All 
parties have an interést in the opening dates of the markets, hours of selling time, 
number of sets of buyers, methods of allocating selling time, and other rules and prac- 
tices, and the participation of all parties in determining these rules and practices 
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would be desirable. At the present time the rules are largely the result of action taken by 
the warehousemen with the acceptance of the growers and the buying companies but with- 
out their active participation. 


Basic to a solution of the problem of utilizing the facilities more efficiently is the 
limiting factor of the total selling time available for selling all flue-cured tobacco pro- 
duced and the production of each belt or type. This is influenced by the number of sets 
of buyers, the opening dates for each market, the hours of selling time per day, and the 
rate of sale per hour. These are all questions of mutual concern to growers, warehouse- 
men, and tobacco companies and should be solved by joint action of all three groups. 


Although the growers do have 20 interest in the method of distributing selling time, 
the question of the distribution of sales time on each market is of more interest to the 
local warehouse operators. A method such as the present one, which induces the opera- 
tors to overexpand their facilities, decreases the efficiency and adds unnecessary costs. 
The groups shovd jointly seek a method for distributing selling time. The application to 
the local situation should be left to the local tobacco board of trade. 


There is no mechanism to bring these groups or representatives of these groups 
together to consider their mutual problems. In part, this is a fear of antitrust action, 
but there are other contributing factors. The interests of the several groups in these 
problems are not identical. This leads to a feeling on the part of each group that the 
other groups are mainly responsible for any unsatisfactory conditions. Another is the 
lack of appreciation of what can be accomplished by public consideration of the problems. 


Probably the most important factor for the lack of any mechanism for holding public 
discussions is that there is no organization which has been given or which is recognized 
as having responsibility for the operation of the flue-cured markets as a whole. It is 
desirable that a mechanism be developed whereby all interests may be represented in 
the making of the decisions which affect them. 


The Division of Markets in each State in the flue-cured region has been authorized 
to carry on certain activities with respect to the tobacco auction markets. These agen- 
cies could hold public hearings at which the several groups could present their views on 
the opening dates, hours of sale, rate of sales, sets of buyers, and other questions af- 
fecting the time and volume of sales. Since these problems are not bounded by State 
lines, but concern the whole area of flue-cured production and marketing, uniform or 
united corrective action is apparently needed. One way which has been suggested, by 
members of the tobacco industry and others/> is the establishment of a representative 
committee to consider in advance of each marketing season the problems and practices 
that hinder the orderly and efficient operation of the system. Informal committees have 
operated to some extent in the past. Such a committee should be one that is recognized 
throughout the flue-cured region and by all interested parties. The committee could hold 
one or more meetings to hear the opinions of experts and of all parties interested in 
these problems. It could then recommend market opening dates, hours of selling time, 
number of sets of buyers, methods of allocating selling time, and other desirable rules 
or practices. The recommendations of the committee need not be binding upon any or- 
ganization or agency. But any action taken contrary to the recommendations would be 
carefully considered and justified by those taking such action. 


Because the markets and warehouse firms were established by and operate under 
State laws, one way to establish such a committee would be for the divisions of markets 
of the States where flue-cured tobacco is grown, to select persons familiar with tobacco 
production and marketing. Another way would be for the general farm organizations to 
set up a committee including growers, warehousemen, and buyers. 


13 Austin, Robert Carter. Marketing Problems in United States Cigarette Tobacco. 
April 1951. (Unpublished Ph.D. Thesis., Harvard University. ) 248 pp., illus. 
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The Tobacco Division of the Agricultural Marketing Service could present its plan 
for scheduling the inspectors on the several markets and the reasons for distributing the 
available inspectors as planned. Under the support program as it operates for flue-cured 
tobacco, this is a key decision with respect to the number of markets, the number of 
sets of buyers, and the time when the markets are open. Warehousemen are reluctant 
to operate their warehouses if the support program is not available. 


The meeting should be held sufficiently in advance of the marketing season to enable 
the Tobacco Division and the tobacco companies to schedule the time of their representa- 
tives on the different markets. A small continuing committee should be provided to hear 
requests for changes and to make recommendations with respect to these. 


Charges that are high enough to provide the warehousemen with large profits will 
continue to encourage the overexpansion of facilities. If conditions continue to encourage 
this overexpansion, two alternatives are possible. The maximum rates established by 
State law can be lowered. A better method would appear to be to have the charges ad- 
justed by bargaining between groups of growers patronizing the different markets and 
the warehousemen on the markets. 


It has been shown that the costs of operating the warehouses vary with the volume 
sold, and, further, that the volume is dependent to a considerable extent on the produc- 
tion in the local marketing area and the available selling time. Charges adequate to cover 
costs in one market may be inadequate or excessive in another. To bring the charges 
into line with costs and the services rendered should be the aim of such bargaining 
between warehousemen and groups of growers. They could also consider jointly some 
method of scheduling the grower's tobacco into the several warehouses. These groups 
should not seek to compel all growers to join and would not need to secure the coopera- 
tion of all warehousemen. 


Groups of growers in cooperation with the local warehousemen could consider the 
question of improving the sorting and preparation of tobacco for market in order that the 
grower would secure the market value for each lot. They could consider the services to 
be rendered, including the placing and spacing of the baskets and the careful handling of 
the tobacco on the warehouse floor. The problem of loss through pickups and floor 
sweepings is more important to the tobacco companies and should be considered by their 
representatives with the warehousemen. Once the several groups begin to consider their 
mutual problems it is likely that they will find other ways of advancing their mutual 
interests. 


The purpose of the auction marketing is rather simple. It is to transfer lots of to- 
bacco of different qualities from the growers to the tobacco companies at prices repre- 
senting the market value of the different qualities. There is no complicated handling of 
the tobacco on the warehouse floor. What is required is an expert knowledge on the part 
of the growers, warehousemen, and tobacco company representatives of tobacco quality 
and the conditions that influence the market value of the differing qualities. The auction- 
eers' chatter and much of the action on the auction floor which is colorful and enter- 
taining are not central to the purpose of the auction market. 
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